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Commonwealth Institute Presidential Address 


Delivered by the General President, Mr. S. W. Griffith, F.I.C.A., 
at the Annual Meeting of the Institute, Brisbane, March 19, 1940 


Our last Annual Meeting was held in Hobart; for this we meet 
in Brisbane, a distance between the two capital cities of over 
1300 miles by sea. This to some extent makes one realise the wide 
field which this Institute is called upon to serve; especially, when 
it is recalled, that the 1938 Annual Meeting was held at Perth 
which is nearly 4400 miles by sea from where we are to-night 
meeting. These vast distances are responsible for diversity of 
interests and local problems. When these are looked at, from 
time to time, by members of the General Council, there is brought 
home to us the value of the change of the venue of the meeting 
place each year. We are, thereby, enabled to administer the 
affairs of this important Institute with that broad national outlook, 
which must be for its ultimate good and the benefit of all members. 

At our last Annual Meeting, I had the honour to address the 
members at some length and with some emphasis upon the 
importance of the profession, and the duties and obligations of 
its members, not only to their individual interests but as to their 
duty to render worthwhile public service. 

At that time there was a feeling that an international crisis 
might be averted, but still so serious was the position that we 
should have full regard to our national safety. 

Unfortunately, the fears of that time were not baseless, and 
to-day, Australia, with the rest of the British Commonwealth of 
Nations, is at war, and we are called upon to shape our affairs so 
that victory can be achieved. 

So dreadful a disturbance must have its effect upon the aims and 
objectives of such an organisation as ours. Our programme of 
activities and intentions has been somewhat halted. However, I 
am proud to feel, that not only the resources and services of the 
Institute, but those of our members, have been unselfishly given 
to the public as an assistance towards full and complete victory. 
I am confident that every member to the extent of his capacity 
and opportunity is worthily filling his place in the scheme of 
defence. 

From our Annual Report, you will have read of the part that 
the Institute has taken. You will have seen also that many of our 
members have been called upon to render service, in an honorary 
Capacity, in many important directions. The Accountancy pro- 
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fession has been charged with the responsibility of helping to 
maintain the financial strength of the nation by the establishment 
of sound and efficient methods in not only the Government’s own 
services, but in that of industry. It has been charged with an 
important duty in advising in respect of controlling rises in prices 
of commodities, with their related evils. The administration of 
Soldiers’ Canteen Funds is demanding their expert attention. 
They have been called upon to render important service in the 
financial control of voluntary patriotic public funds. In Britain and 
in Canada similar demands are being made upon the Accountants. 
The broad result is that this outbreak has given to the profession 
of Accountants an added prestige, a recognition of particular 
knowledge, and with it all a grave accountability. For these, 
amongst other reasons, we can congratulate Mr. Arthur Fadden, 
a member of this Institute, upon his appointment to the honourable 
post of Assistant Treasurer in the Commonwealth Ministry. 

Just, as we, in our normal vocations, have all suffered some 
disturbance of plans, so has this Institute. But I submit that 
our record of the year, that has passed, shows not only a sound 
programme for consolidation and extension, but a definite worth- 
while effort and determination to assist in the prosecution of this 
deplorable war to a successful issue. 

It is usually expected of the occupant of the highest office of 
this Institute, at our Annual Meeting, to express his views on some 
of the current affairs of the day. But one cannot but feel on an 
occasion such as this, that the field for general discussion and a 
statement of views as to future activities, is narrowed by the 
effect of the war upon our outlooks, together with some uncer- 
tainty, not as to the ultimate result, but as to the proper means 
to achieve it. Obviously, we cannot review it from the diplomatic 
and military angle, and are therefore forced to consider it in its 
effects upon our present and future social and economic life. 

At all costs, we, as a people, are determined to make all our 
resources available to their fullest extent. In the parlance of 
accountants we shall find that the debits against our present 
reserves and future national dividends are going to be heavy. 
These will take the form of heavy taxation, inevitable dislocation 
of trade and industry, diversion of labour to armaments, munitions 
and defence requirements from ordinary consumers’ requirements, 
and changes in our standards of life. Out of this will arise new 
ideas, new requirements by the individual and new industries, 
trades and enterprises, all of which will present problems when 
the change-over takes place from hostilities to peace. 

Perhaps the major proposition is, what are we to take as our 
guides? As to taxation, the concept of ability to pay should be 
paramount and on the basis that we recognise the duty of sup- 
porting the demands of government, taking as a solace that our 
constitutional liberty is the compensation for our contributions. 
Despite every good intention, there seems no logical way at present 
to bring about an equality of service and sacrifice, and this applies 
to financial burden as well as to risk of health and life. There is 
a type of thought which urges against the imposition of taxation, 
the contention that it will destroy the incentive of industry and 
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encourage extravagance both in the individual and in the business 
entity. This suggestion has an unsound base, it presupposes that 
it is the greed of gain that permeates the whole of that important 
part of our life—industry. That is, we presuppose that the 
executive is a good citizen in some rather than all respects; that 
his conception of the duty which he owes to those that he loves and 
reveres is narrow, paltry and unpatriotic. This I refuse to believe. 
I am confident that so long as each demand which he is called 
upon to meet falls fairly and equally upon him as a section, he 
will be found prepared to make not the least, but the greatest 
sacrifice. I do not think that this type of citizen imagines that 
business, and especially big business, should be any less subject 
to perils and hardships than those who risk the impairment of their 
health, mutilation and death in the front line of the war. 

It is in everybody’s interest—yours and mine—that the com- 
munity should be as little impoverished as possible. It is also 
in the same interests that as much of the nation’s wealth as can 
be saved remains when this conflict is over. 

In one striking particular our conduct in the last war and this 
one differs. As we went in to the last one with a determination to 
win, so do we in this one, but the after-effects last time were barely 
given thought during its progress. To-day our thoughts are in 
the direction of not only winning the war, but the peace. Unfor- 
tunately, we find many amongst us, who take the pessimistic outlook 
that severe hardship and depression are to be our lot when that 
time comes. It was Cicero who said, “I shall always consider the 
best guesser the best prophet.” Apart from guessing, it is the 
wrong outlook, and not calculated to ensure that strong will and 
desire to succeed, which is of paramount importance. This is not 
the time for gloomy prophecy. In this Commonwealth of Australia 
there will be greater scope for development on a peacetime basis 
perhaps, than in any part of the globe; the type of development 
that embraces new public works, and the preservation and expan- 
sion of those industrial activities now coming into being amongst us. 

It is difficult, to-day, to address one’s thought to aught else 
than war and its effect on our future well-being. I have pointed 
out the national services which this Institute and its members 
are giving. But is Accountancy as a whole doing its full share, 
and is there not some further scope for worthwhile effort? 
Economists, as a class, are studying and examining present 
problems, and exploring future possibilities in a manner which is 
commendable. There are sound reasons why the Accountants 
should do the same. By reason of the circumstances, there are 
to-day controls of prices, marketing pools, exports and imports, 
and financial policy. In all these the economist is applying his 
capacity for the good of the nation. Where is the Accountant as 
a class displaying the knowledge with which the practice of his 
profession has equipped him? In all these necessary measures 
there is the need to bring to bear the lessons of business practices 
and accounting principles. Unlike the economist who concerns 
himself with the community problems as a whole, the Accountant 
has been trained to think in terms of single business units. It is 
for this reason that the Accountant can co-operate with economic 
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thought and provide experience based upon his judgment that must 
be helpful to the best decision. On the Accountants there is a 
responsibility. In my view, it is to marshal their knowledge and 
their capabilities, and employ them for the general good. Unless 
this is done, all the prestige which we have gained and of which, 
as a young profession, we feel so proud, will dissipate. The 
present time and the conditions are challenging us. We have 
the ways and the means. It is our duty to respond. I commend 
this suggestion as the major line of policy for the incoming year, 
I have reason to believe that an endeavour along these lines will be 
appreciated by the Government, and the representations will be 
valued. True citizenship demands compliance with enacted laws, 
but it goes further and makes demands upon our ethical and moral 
consciences. To professions and professional bodies these latter 
demands have special reference. We must not, especially in times 
like the present, do nothing more than supply the service which 
business conditions call from us. If we, as a profession, content 
ourselves merely with meeting these needs, we can be regarded as 
parasites only; and as parasites we will be extinguished. I feel 
sufficient confidence in the general body of the members of the 
Institute that they will not permit such a state to prevail. It is 
incumbent on us at once to take practical steps to harness the 
power of this Institute along the lines I have indicated. 

Last year I forecast a happy and successful future for our 
profession. I now feel just as confident of the place that is destined 
for us in the realm of finance, industry and commerce. I should 
like to have carried my ideas of our aspirations a further step 
forward, but, unfortunately, I seem to have permitted my views to 
stray in another direction. What I might have said to-night can 
be said on another occasion, as it is to some extent of individual 
moment. I have outlined my idea of the greater scope for our 
present usefulness. 

The duties of the President, particularly this year, have been 
heavy—involving travel, sometimes extensive—attendances at 
conferences with other organisations, and the consideration of 
urgent matters of policy. In it all, I have had the loyal co-operation 
and advice of my colleagues on the General Council, the Registrar, 
State Registrars, many members of Divisional Councils, and the 
assistance of a large number of our members. I thank them all. 
The greatest thanks, however, which I can offer is to express my 
deep appreciation of the honour and distinction of having been 
President of the Institute. The opportunity given me to serve 
the profession, and to contribute to the best of my ability to the 
welfare of my fellow man, I prize. If I have succeeded in helping 
the educational side of our work both for the candidate and the 
member, and, if I have succeeded in maintaining public confidence 
in our profession, I shall have been rewarded. My fervent wish is 
that the glorious traditions and standards of the Commonwealth 
Institute of Accountants will enure for the greater opportunity of 
national and public service. 
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National Security (Capital Issues) Regulations 


Important amendments to the National Security (Capital Issues) 
Regulations were published in the Commonwealth Gazette of 
March 29, 1940 (Commonwealth Statutory Rules, 1940, No. 56). 
Statutory Rules No. 149 of 1939, published in the Commonwealth 
Gazette of November 14, 1939, and which repealed Statutory 
Rules No. 117 of October 13, 1939, were dealt with in the Decem- 
ber issue of the Journal. 


INCREASE OF CAPITAL 


Regulation 5 (1) of Statutory Rules No. 149 of 1939 is 
amended by omitting paragraphs (a) and (b), and inserting 
the following paragraphs :— 


(a) increase the nominal capital of the Company by such an amount 
that the total increase in the nominal capital of the Company in that 
period (12 months commencing from any date after October 13, 
1939) would exceed £2500; 

(b) make an issue of authorised capital of the Company of such an 
amount that the total amount of authorised capital issued by that 
Company in that period (12 months commencing from any date after 
October 13, 1939) would exceed £2500. 


This amendment makes it quite clear that the nominal capital 
of a Company can be increased by a total amount of only £2500 
inany period of one year commencing from any date after October 
13, 1939, without the Treasurer’s written consent. The same 
restriction applies to an issue of authorised capital. The limit 
of increase or issue in any one year, without the Treasurer’s con- 
sent, is £2500. 

New sub-regulation (2) of Reg. 3 provides :— 

For the purposes of these Regulations, any sale or other disposition of 


forfeited shares by a Company shall be deemed to be the making of an 
issue of authorised capital of that Company. 


Securities, Etc., Not to BE Issuep WitnHout CoNSENT 


Regulation 7 of the National Security (Capital Issues) Regu- 
lations is repealed and new regulations 7, 7A and 7B are inserted 
instead. New regulation 7 provides :— 


(1) A person shall not, without the consent in writing of the Treasurer, 
issue any securities or mortgage or charge the whole or any part 
of his property or assets. 

(2) An application for the consent of the Treasurer under this regulation— 
(a) shall be in writing and shall be accompanied by particulars in 

writing of the purpose of the proposed issue, mortgage or charge 
and such other information as the Treasurer directs; and 

(b) in the case of an application by a local authority, shall be sent 
to the Treasurer of the State in which the local authority is con- 
stituted, for transmission to the Treasurer of the Commonwealth. 

(3) For the purposes of any consent given by the Treasurer to the issue 
of any securities or the mortgage or charge of any property or 
assets which is expressed to be subject to a condition that the rate 
of interest shall not exceed a specified rate, but subject to the express 
terms of the consent— 

(a) the capital sum in relation to which the rate of interest is to be 
calculated shall be the net proceeds of the loan after deducting 
all expenses of borrowing (including any underwriting, broker- 
age, procuration or like expenses) except the usual legal costs; 
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(b) any sum repaid or repayable in excess of that capital sum shall 
be regarded as interest, and shall be taken into account in cal- 
culating the rate of interest on the loan; and 

(c) notwithstanding anything contained in paragraph (b) of this 
sub-regulation, any sums which the lender may have paid for, 
or on behalf of, the borrower in respect of rates, taxes, insurance, 
repairs or other outgoings required to be incurred for the effective 
maintenance of his security, and which are, by virtue of a pro- 
vision in the instrument or agreement relating to the loan, 
repaid or repayable by the borrower to the lender, shall not be 
regarded as interest, nor shall any interest paid or payable by the 
borrower on those sums be regarded as interest on the capital 
sum. 

(4) Nothing in this regulation shall prevent or affect in any way— 
(a) any transaction, in respect of an advance made bona fide by any 

bank in the ordinary course of business, on such security as the 
bank usually requires, provided the advance is repayable on 
demand ; ; 

(b) the issue of any securities, or the giving of any mortgage or 
charge, by any local authority— 

(i) to the Government of the State in which the local authority 
is constituted; or 

(ii) with the approval of the Treasurer of that State, to any 
person other than the Government of that State, so that 
the total amount of securities so issued and mortgages and 
charges so given by that body during any period of twelve 
months commencing from any date after October 13, 1939, 
does not exceed Twenty-five thousand pounds; or 

(c) the giving of any mortgage or charge by any person (other than 
a local authority) so that the total amount of mortgages and 
charges given by that person during any period of twelve months 
commencing from any date after October 13, 1939, does not 
exceed Five thousand pounds. 

(5) A bank shall not, without the consent in writing of the Treasurer, 
transfer any shares, stock, bonds, debentures or debenture stock 
issued to it after October 13, 1939, in connexion with any transaction 
of the kind specified in paragraph (a) of sub-reg. (4) of this 
regulation, except— 

(a) by way of discharge, to the person to which an advance was 
made in pursuance of the terms of the transaction; or 

(b) to a guarantor who, in pursuance of the terms of his guarantee, 
has repaid to the bank the whole or part of the moneys due to 
the bank under the transaction. 

The Treasurer, or any person thereto authorised by the Treasurer, 

may require any person or class of persons— 

(a) to furnish to the Treasurer or the person so authorised such 
information as he requires with respect to advances made to any 
person or class of persons; and 

(b) to attend and give evidence before the Treasurer or the person 
so authorised concerning any such advances, 

and may require him to produce all books, documents and other 

papers whatever in his custody or under his control relating to any 

such advances. 

(7) The Treasurer or person so authorised may require the information 
or evidence to be given on oath or affirmation and either orally or in 
writing and for that purpose the Treasurer or person so authorised 
may administer an oath. 

(8) A person shall not refuse or fail to comply with any requirement made 
in pursuance of sub-reg. (6) or sub-reg. (7) of this regulation. 

(9) For the purposes of this regulation— 

(a) Where, upon the receipt by a person of advances, the whole of 
any part of the assets of that person become mortgaged of 
charged for the repayment of those advances, the receipt of those 
advances shall be deemed to be the giving of a mortgage of 
charge to secure repayment of those advances, and the amount 
in respect of which those assets become so liable shall be deemed 
to be the amount of the mortgage or charge; and 
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shall (b) the extension of the term of a mortgage or charge, whether as 
regards the whole or any part of the debt secured, and whether 
by deed or in any other manner whatsoever, shall be deemed a 
this mortgage or charge, but nothing in this regulation shall be 
1 for deemed to prevent or affect the giving of any such extension or 

‘ the renewal of a mortgage or charge where the parties to the 


1 cal- 


wn extension or renewal are the same as the original parties to the 
pro. mortgage or charge, and the rate of interest payable under the 
loan extension or renewal does not exceed the rate provided in the 
ot be mortgage or charge or the rate of Four pounds fifteen shillings 


per centum per annum, whichever is the higher. 
(10) For the purposes of sub-reg. (9) of this regulation— 
(a) a mortgage or charge shall be deemed to be renewed if the 
principal sum secured thereby is not repaid but becomes repayable 
under another mortgage or charge; and 


ry the 
apital 


y any 


s th (b) “the rate provided in the mortgage or charge” means the rate of 
le on interest provided in the mortgage or charge, or, where a reducec 
rate of interest is provided in the case of punctual payment, 
ze ot means that reduced rate, but shall not in any case be construed 
to refer to any increased rate of interest stipulated to be paid 
= in any contingency. 
j The effect of the principal amendments of this lengthy regu- 
) bn lation may be summarised as follows :— 
) that i ° ° “ee . 
s and (a) The restriction on issuing any securities or mortgaging or 
welve charging the whole or any part of their assets for an 
1939, amount in excess of £5,000 in any period of one year as 
en from October 13, 1939, without the written consent of the 
s and Treasurer, is now extended to individuals and partnerships. 
jonths Previously, the restriction applied only to bodies, corporate 
$ not or unincorporate, other than partnerships. 
siaiia Banks continue to be exempt from this restriction, pro- 
stock vided advances are repayable on demand. The reason for 
action this exemption is that the Banks, in making or continuing 
this their advances, are applying the policy of the Government. 
ee (c) Existing mortgages may be extended or renewed without 
| reference to the Treasurer, provided that (a) the parties, 
antee, (b) the amount, and (c) the rate of interest, are unchanged. 
ue to Where the rate of interest, in such cases, in less than 43% 


p.a., the rate may be increased to that percentage without 
the Treasurer’s consent. 


surer, 


such It must be observed that, by an order published in the 
O any Government Gazette of December 4, 1939, trustees of 
deceased estates may charge property for the purpose of 
erson “ade : es 
raising money not exceeding £5,000 for the payment of 
other death duties and administration expenses, without the 
O any Treasurer’s written consent. 


ration LIMITATION OF INTEREST ON CERTAIN UNsEcuRED LOANS 
or ° ° 
ised @ Regulation 7A provides :— 
(1) A body, whether corporate or unincorporate (other than a bank or a 
made building society), shall not, without the consent in writing of the 
Treasurer, pay interest— 
(a) in respect of any period commencing on or after the date of com- 


dle or mencement of this regulation, on any existing unsecured loan 
ed of made before that date to that body by any person other than a 
those bank— 

ge of (i) at a rate higher than the rate of interest on the loan on that 
nount date; or 


-emed 
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(ii) at a rate higher than One pound ten shillings per centum 
per annum, whichever is the greater; or 

(b) on any unsecured loan made after the date of commencement of 
this regulation to that body by a person other than a bank at a 
rate higher than One pound ten shillings per centum per annum, 

(2) A building society shall not, without the consent in writing of the 

Treasurer, pay interest— 

(a) in respect of any period commencing on or after the date of 
commencement of this regulation, on any existing unsecured 
loan made before that date to that building society by any person 
other than a bank— 

(i) at a rate higher than the rate of interest on the loan on that 
date; or 

(ii) at a rate higher than the maximum rate which would be 
applicable to the loan under paragraph (b) of this sub- 
regulation if it had been made after the commencement of 
this regulation, 

whichever is the greater; or 

(b) on any unsecured loan made after the date of commencement of 
= to that building society by a person other than a 

ank— 

(i) where the loan is repayable at call or at a shorter date than 
three months—at a rate which exceeds One pound ten 
shillings per centum per annum; and 

(ii) where the loan is repayable at a date falling within any 
of the periods specified in the first column of the following 
Table and commencing on the date of the loan—at a rate 
which exceeds, by more than the amount per centum per 
annum specified in the second column of that Table opposite 
to that period, the amount per centum per annum offered at 
the date of the loan by the Commonwealth Bank of Australia 
on fixed deposits for the same term as the loan, viz. :— 


Term of loan. Excess over Commonwealth Bank 
fixed deposit rate. 


Not less than three months but 
less than six months .. .. .. Ten shillings per centum per annum. 


Not less than six months but less 
than twelve months .. .. .. .. Ten shillings per centum per annum. 


Not less than twelve months but 
less than twenty-four months . Fifteen shillings per centum per annum. 


Twenty-four months or more .. Twenty shillings per centum per annum. 


(3) Nothing in this regulation shall affect the rate of interest payable 
on the renewal of any loan in whole or in part where— 

(a) the loan renewed was in existence at the date of commencement 
of this regulation; 

(b) the parties to the renewed loan are the same as the parties 
to the original loan. 

(c) the period for which the loan is renewed is not shorter than 
the period of the original loan, or, if the loan has prevously 
been renewed, the last preceding renewal; and 

(d) the rate of interest payable in respect of the renewed loan 
does not exceed— 

(i) the rate payable in respect of the loan renewed on the date 
of commencement of this regulation; or 
(ii) (a) in the case of a loan to a body (other than a bank or 
building society) the rate of One pound ten shillings per 
centum per annum; and 
(b) in the case of a loan to a building society—the maximum 
rate which would be applicable to that loan under sub- 
reg. (2) of this regulation if it had been made after 
the commencement of this regulation. 
which ever is the greater. 
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(4) A body shall not be legally liable to pay interest on any unsecured 
loan at a rate higher than the maximum rate (if any) payable on that 
loan under this regulation, and the remedies for enforcing any 
agreement to pay interest on any such loan shall be limited to 
enforcing payment of interest at the maximum rate so payable. 

(5) For the purposes of this regulation— 

(a) a deposit made with a body shall be deemed to be a loan made 
to that body; and 

(b) any sum repaid or repayable in excess of the net amount bor- 
rowed shall be regarded as interest and shall be taken into 
account in calculating the rate of interest on the loan. 


The main provisions of this regulation are :— 


(a) As from March 29, 1940, on new deposits and unsecured 
loans by a body, whether corporate or unincorporate, 
other than a bank or building society, a rate of interest 
exceeding 14% p.a., shall not be paid without the Trea- 
surer’s written consent; 

(b) The regulation does not affect the rate of interest being 
paid on existing deposits or unsecured loans and renewals 
thereof. 

(c) Building Societies are prohibited from paying a rate of 
interest in excess of 14% p.a., on new deposits and 
unsecured loans accepted by them payable at call or less 
than three months. For longer periods, building societies 
are authorised to pay a higher rate than other bodies. The 
rates authorised are based on a prescribed excess over the 
Commonwealth Bank fixed deposit rate, as follows :— 


Term of loan. Excess over Commonwealth Bank 
fixed deposit rate. 


Not less than three months but 
less than six months .. .. .. Ten shillings per centum per annum. 


Not less than six months but less 
than twelve months .. .. .. .. Ten shillings per centum per annum. 


Not less than twelve months but 
less than twenty-four months . Fifteen shillings per centum per annum. 


Twenty-four months or more .. Twenty shillings per centum per annum. 


Regulation 3 defines “Building Society” as meaning any society 
registered under the law of any State relating to building societies. 


TRANSFER OF MORTGAGES AT A DISCOUNT 


Regulation 7B provides :— 

A person shall not, without the consent in writing of the Treasurer, 
transfer or agree to transfer or take or agree to take a transfer of any 
debt secured wholly or partly on real or leasehold estate for a considera- 
tion which is less in amount or value than ninety-five per centum of the 
amount of the debt (including interest accrued and sums paid by the 
lender on behalf of the borrower which have been, by virtue of the instru- 
ment giving the security, added to the debt). 

Provided that this regulation shall not apply to any transfer by will or 
by way of gift. 


The effect of this new regulation is that the transfer of mort- 


gages at a discount of more than 5% of the capital sum outstanding, 
is prohibited unless the Treasurer’s written consent is obtained. 
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Taxation Section 
Edited by J. A. L. GuNN, F.1.c.A. 


DivipENDsS RECEIVED BY NoN-RESIDENT COMPANIES 


As previously stated in The Australian Accountant (November, 
1939, at pp. 267-8), S. 46 of the Commonwealth Income Tax 
Assessment Act has been amended so as to deprive non-resident 
companies of the rebate in respect of assessable dividends derived 
by them on and after July 1, 1938 (or commencement of sub- 
stituted accounting period). 

Subscribers have submitted queries arising out of this alteration 
in the law. 


Dominion Income Tax Relief 
(1) The first query is—will an English company be entitled 
to Dominion Income Tax relief in respect of this additional tax? 
A company is entitled to relief under S. 27 of the English Finance 
Act, 1920, at the Dominion rate or one-half of the United Kingdom 
rate, whichever is the less, and the additional Commonwealth tax 
can be brought to account in calculating the Dominion rate. 


Private Company Tax 


(2) The second query is—can private company tax be assessed 
under both Ss. 104 and 105 of the Commonwealth Income Tax 
Assessment Act in respect of a notional dividend by a private 
company to another company ? 

These sections read as follows: 


“104. (1) Where a private company has not, before the expiration of 
nine months after the close of the year of income, made a sufficient distribu- 
tion of its income of the year, the Commissioner may assess the aggregate 
additional amount of tax which would have been payable by its shareholders 
if the company had, on the last day of the year of income, paid the undis- 
tributed amount as a dividend to the shareholders who would have been 
entitled to receive it, and the company shall be liable to pay the tax so 
assessed. 

(2) Where there is more than one class of shareholders of the 
company, then for the purpose only of determining which shareholders would 
have been so entitled, dividends paid within nine months after the close of the 
year of income out of the taxable income of that year shall be deemed to 
have been paid in the order in which they were actually paid, but before the 
last day of that year. 

105. (1) Where, in relation to any private company, there is an undis- 
tributed amount, and any person (not being a company, trustee or partner- 
ship) would, otherwise than as a shareholder of the private company, 
have received a part of that amount if there had been successive distribu- 
tions of the relative parts of that amount to and by each of any companies, 
trustees or partnerships interposed between the private company and that 
person, the Commissioner may also, in addition to any other tax assessable 
under this Division, assess the additional amount of tax, if any, which would 
in that event have been payable by that person, and the private company 
shall be liable to pay the tax so assessed. 

(2) If any company so interposed between the private company 
and that person is not incorporated in Australia, and the Commissioner is 
unable to ascertain the identity of that person, or the part of the amount 
which he would have received, the Commissioner may assess the additional 
amount of tax, if any, which would have been payable if the company s0 
interposed had only one shareholder, and the private company shall be liable 
to pay the tax so assessed.” 
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The effect of the above provisions may be illustrated by the 
following example: 

The whole of the shares in an Australian private company are 
beneficially owned by a non-resident English company. The 
Australian company has not made a sufficient distribution of its 
income of year ended June 30, 1939. 

Under S. 104, the notional dividend is subject to tax at the flat 
rate of 2/- in £ without rebate. This is the amount of tax which 
would have been payable by the English company if the Australian 
company had, on the last day of income year ended June 30, 1939, 
paid the undistributed amount as a dividend to the English 
company. 

Under S. 105, where a company, whether a private or non- 
private company, is interposed between a private company and the 
individual ultimate shareholders, the Commissioner may also, in 
addition to any other tax assessable under Division 7, assess the 
additional amount of tax, if any, which would have been payable 
by the shareholders of the interposed company if they had 
received the undistributed amount. If the Commissioner is unable 
to obtain particulars relating to these shareholders, he is entitled 
to treat the interposed company as having only one shareholder. 

It will be seen, therefore, that Ss. 104 and 105 are successive 
steps in discovering the amount of tax which a private company 
will be called upon to pay under Division 7 in the event of an 
insufficient distribution of its distributable income. In the above 
example, tax is payable under S. 104 at 2/- in £, without rebate, 
on the notional distribution to the non-resident holding company. 
Then the individual shareholders of the interposed company come 
into the calculation by reason of S. 105. In calculating the 
additional tax under S. 105, a rebate will be allowed in each case 
at the shareholder’s individual property rate or the company rate 
(2/-), whichever is the less. 





Bonus SHARES 


In the September, 1939, issue of The Australian Accountant 
the decision of McTiernan J., in Dickson v. F.C. of T. (1939), 
1 A.I.T.R. 465 was cited at pp. 110-1. 

The facts of this case were: 


Company A held 117,414 shares in Company B. These shares, 
which had not been acquired for the purpose of resale at a profit, 
were valued in Company A’s balance-sheet at September 30, 1934, 
at cost, £119,861. In December, 1934, Company B allotted to 
Company A 58,707 shares by way of bonus, thus increasing its 
holding to 176,121 shares. No alteration in the value of the 
holding was made at the time in the books of Company A, and in its 
balance-sheet at September 30, 1935, the 176,121 shares appeared 
at £119,861, which was considerably less than their market value. 
In October, 1935, Company A substituted a valuation of 24/- 
per share for the 176,121 shares for the amount at which they 
appeared in the balance-sheet, and out of the surplus of 
£91,483/19/-, distributed £87,500, which was satisfied by the 
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issue of 100,000 fully paid shares of 17/6. The appellant was 
allotted 801 of these bonus shares. The sum of 24/- was less than 
the actual value of the shares. 

McTiernan J., held that the amount which Company A applied, 
in order to pay up in full the bonus shares to its shareholders, 
was not paid wholly and exclusively out of profits arising from a 
revaluation of assets, so as to come within the exemption con- 
tained in S. 44 (2) (b) (iii) of the Commonwealth Income Tax 
Assessment Act, 1936, and that the bonus shares were part of the 
assessable income of the shareholders under S. 44 (1) (a) thereof. 

This decision was reversed by the Full High Court (Latham 
C.J., and Evatt J.; Dixon J., dissenting). “I can see no reason 
for reading the section in a sense which excludes a recognition of 
ordinary and well-known company practice. In my opinion the 
section is intended to recognise that practice, with the result that 
values attributed bona fide and in the ordinary course of business 
to assets in the balance-sheet of a company may properly be 
regarded as the result of valuations. If those assets are found to 
have increased in value (which is the present case) and are bona 
fide re-valued at a higher figure, then profits are disclosed which 
arise from a re-valuation, and if the other conditions of the section 
are satisfied, as they are in the present case, the bonus shares 
received by the shareholder do not form part of his assessable 
income.”, per Latham C.J. 

The following notes on, and extracts from, the judgments of the 
Chief Justice and Evatt J., are of extreme interest to readers: 


A revaluation cannot create profits but may reveal or disclose 
profits 

Latham C.J., pointed out that it is clear that profits cannot be 
produced, caused or brought about by a mere process of re- 
valuation. “But though re-valuation cannot create profits, it may 
reveal or disclose profits. In order to give any effect to the section, 
it must, I think, be read as applying to profits so revealed or 
disclosed and utilized in the manner stated in the sub-section. 
Upon any other interpretation the section could never apply in 
any case, because there could never be any profits to which it could 
possibly apply.” Evatt J., said: “Thus, although ‘re-valuation’ 
itself can never give rise to or cause profits, and can only show 
that, in the opinion of a valuer, profits have already risen, the 
clause looks to the re-valuation as a possible and exclusive source 
of profit.” 
Cost price is a “valuation” sufficient to satisfy S. 44 (2) (b) (iii) 

In all balance-sheets from 1902 up to September 30, 1935, 
Company A retained cost price as representing the value of its 
holding in Company B, although it was not disputed that the 
value of the original holding had greatly increased since 1902. The 
trial Judge found that the original 117,414 shares were undervalued 
at cost, £119,861, but that this was, nevertheless, a genuine valua- 
tion of the original shares and a re-valuation of them would have 
disclosed a large surplus. Nevertheless, the trial Judge rejected 
the valuation of £119,861 for the original and bonus shares 
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totalling 176,121 in the balance-sheet of September 30, 1935, 
although that sum still represented the total cost to Company A 
of its holding in Company B. 

The Chief Justice pointed out that, if the adoption of a recognised 
business practice in assigning cost price as the constant value of 
assets which have, in effect, appreciated in value can ever be a 
valuation in the relevant sense, the figure of £119,861 in the 1934 
balance-sheet represented the valuation of the 117,414 shares then 
held, and the same figure in the 1935 balance-sheet represented 
the value of the 176,121 shares then held. In each case the 
holding of Company A in Company B was valued at its cost 
to the former company. His Honour went on to say that “the 
only basis upon which this conclusion can be resisted is that a 
valuation (and a re-valuation) must be a genuine estimate of 
full value. But this proposition is expressly disclaimed on behalf 
of the Commissioner who, as already stated, is prepared to con- 
cede that the retention of £119,861 in the balance-sheet for many 
years as the apparent value of shares, which were in fact worth 
a greater sum, was a genuine valuation. The proposition is also 
rejected by the learned trial Judge. But it appears to me to be 
impossible to define valuation as a genuine estimate and at the 
same time to regard an admitted under-estimate as a valuation, 
however commercially wise such an under-statement may be.” 

Evatt J., said: “I agree that the valuation as at September 30, 
1934 (117,414 shares at cost, £119,861), was a perfectly proper 
and justifiable valuation. But it follows that the directors were 


equally entitled to value the 176,121 shares at precisely the same 
figure in September, 1935. Each of the two valuations was based 
upon the cost of acquiring the fixed assets. If valuation at cost 
was proper in relation to the first balance-sheet, it was equally 
justified in relation to the second.” 


The re-valuation need not be at full market value of asset 


On the above aspect of the subject, Latham C.J., said: “If 
re-valuation of assets means an estimate of the full value of the 
assets, then I agree entirely not only with the findings of fact, but 
also with the conclusion of the learned Judge that the alleged 
te-valuation of the 176,414 shares at 24/- each was not a re- 
valuation. The evidence is clear that the shares were worth more 
than 24/- each. But if, for this reason only, the re-valuation was 
not a genuine re-valuation within the meaning of the section, I 
have great difficulty in understanding how the figure of £119,861 
in respect of the 117,414 shares can be said to have been a genuine 
valuation. There was no evidence whatever (as distinct from 
surmise) to show that the actual value of the shares at any time 
was £119,861. That sum represented simply the cost price of the 
shares, and it was retained as a constant valuation notwithstanding 
changes in value from time to time. There is much evidence to 
show that prudent directors of a company decline to over-value 
assets in their balance-sheets, and that it is a common and 
generally approved practice in well-managed companies to under- 
state the value of assets.” 

Later, his Honour said : “When assets are taken into a balance- 
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sheet at a value known to be much less than the real value, it 
seems to me to be clear that it cannot be said that the stated 
value represents a valuation of the assets if ‘valuation’ is inter- 
preted as meaning a genuine estimate of value. But such a figure 
does represent a valuation if valuation is interpreted as meaning 
a bona fide assignment of a figure as representing the value of 
assets for accounting purposes.” 


Valuation is still a valuation within meaning of S. 44 (2) (b) (tii) 
though made to secure exemption of bonus shares 

Latham C.J., said: “If it is not necessary to make as true as 
possible an estimate of value in order to have a valuation within 
the meaning of the section, I cannot see why what would otherwise 
be a valuation should cease to be such because it is made in view 
of provisions of income tax legislation which allow freedom from 
tax if a certain course is followed.” See, however, a later para- 
graph relating to instances where both a valuation and a re- 
valuation are made specifically for the purpose of escaping tax 
under S. 44 (2) (b) (iii). 

Can a company first write down assets and then write them up 
and pay thereout a tax-free dividend? 

It was urged for the Commissioner that, if the section were 
construed so as to permit a company first to write down assets 
and then to write them up, and to pay a tax-free dividend in the 
form of bonus shares, the result would be that distributions of 
ordinary trading profits might be made periodically without 
attracting tax in the hands of the shareholder. 

In reply, the Chief Justice said: “In the first place, however, 
there are practical limitations upon the indefinite issue of bonus 
shares by a company. Further, such a writing down of assets 
by a company without any kind of business justification followed 
by a writing up might well be held to be an arrangement which 
was obnoxious to S. 260 of the Act, and so be void as against 
the Commissioner. But there would be no reason for the applica- 
tion of that section in a case such as the present where there has 
been a bona fide valuation of assets at cost continued for many 
years in accordance with a common and justifiable business practice, 
and a subsequent writing up of the value of the assets to a figure 
which is well within the real value.” 

Evatt J., said: “Learned Counsel for the Commissioner sug- 
gested that if the appellant was successful, companies might abuse 
the provision for exemption. I do not think that there is any real 
danger of such an abuse. If fixed assets are deliberately under- 
valued solely with a view to subsequent restoration of the real 
value, the ‘profit’ shown from the second part of the transaction 
will do no more than balance the ‘loss’ shown from the deliberate 
under-valuing. Thus, the transaction as a whole will reveal no 
‘profit.’ But these exceptional cases can be dealt with if and when 
they occur.” 

The following problem still remains unsolved: A company 
acquired second-hand plant for use in its business at a low cost. 
It wrote off an annual sum for wear and tear for some yeafs. 
The writing down of the asset was not a deliberate under- 
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valuation but was in accordance with proper and well-known 
practice. The plant eventually became very valuable, being worth 
more than its original cost to the company. The company re-valued 
the plant at its current value and distributed a bonus share 
dividend out of the resultant profit. Is the dividend exempt under 
S. 44 (2) (b) (iii), or is it tainted with assessability as being in 
part a restoration of profits? The question is sub judice. 
Can both a valuation and a re-valuation be made specifically for 
the purpose of escaping tax under S. 44 (2) (b) (ii) and succeed? 
The Chief Justice stated that the only alternative to the view 
put by him appeared to involve a disregard of well-known 
accountancy practice, and to deal with the accounts of companies 
upon a basis which, it is well-known, does not exist in fact. “Tf, 
for the purpose of the section, re-valuation means the operation of 
‘genuinely’ re-estimating the real value of assets which have already 
been the subject-matter of valuation (in a corresponding sense) 
then the section would apply to very few existing companies. . . 
The possibility of applying the section would depend upon the 
mere chance of a ‘real valuation’ of an asset happening to have 
been made at some time in the past... . In the absence of the 
accident of such a valuation the section could not be applied unless, 
indeed, it could be held that a valuation could at any time be made 
as a retrospective valuation and that a re-valuation could sub- 
sequently be made. But if the section were interpreted so as to 
cover such a procedure when both the valuation and the re-valuation 
were made for the purpose of escaping payment of income tax, 


S. 260 of the Act might well apply.” 


Can there be a successful re-valuation in the case of assets which 
have not been purchased? 


On the above aspect of the subject, i., can there be a 
re-valuation from “nil,” Latham, C.J., said: “It is not disputed that 
the Carlton United shares were assets not acquired for re-sale at 
aprofit. It is unnecessary in the present case to consider, whether 
the positive words ‘acquired for re-sale at a profit’ are applicable 
only in a case where there was an original acquisition by purchase. 
The Carlton United shares certainly answered the negative des- 
cription of assets not acquired for re-sale at a profit.” 

Evatt, J., said: “Through excellent business management, a 
company may succeed in acquiring fixed assets at a very low cost. 
Then the procedure of valuing at such cost will be adopted until 
the time is ripe for re-valuation. If, upon such re-valuation, a 
considerable surplus is shown over the cost price carried from 
year to year in the books, I am of opinion that, on the true con- 
struction of S. 44 (2) (b) (iii) such gain is a profit ‘arising 
from the re-valuation of assets.’ . . . Exactly the same principle 
must apply wherever fixed assets have been acquired by a company 
without any cost to the company. In the case of an acquisition 
of bonus shares by a holding company, such acquisition can never 
represent a clear gain, because the true value of the new asset will 
usually be balanced, or very nearly balanced, by the depreciation 
m value of the unwatered shares. But, even in cases where a 
tompany acquires a valuable fixed asset for no consideration what- 
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ever, the gain revealed upon subsequent re-valuation of the fixed 
assets (including the fixed asset acquired for nothing) is a profit 
‘arising from the re-valuation of assets’ within the meaning of 
S. 44 (2) (b) (iii). 


Can there be a successful re-valuation in the case of assets created 
by the taxpayer? 

Evatt, J., held that “when the provision in the Statute speaks of 
profits ‘arising from the re-valuation of assets not acquired for 
the purpose of re-sale at a profit,’ the circumstances surrounding 
the acquisition of each asset are only material for the purpose 
of determining whether such asset is of the character contemplated 
by the provision.” These remarks referred to assets acquired by 
a company from other persons including those acquired without 
any cost to the company. 

What is the position concerning assets which a company itself 
has created, e.g., goodwill? “Acquire” means “to gain by any 
means, usually by one’s own exertions; to get as one’s own; as, to 
acquire a title, riches, knowledge, good or bad habits” (Webster). 
Thus, it may be said that Mr. Stiggins “acquired” his red nose. 
The goodwill of a business is an asset of the business, and is 
plainly a capital asset (Associated Newspapers Lid. v. F.C. of T. 
(1938), 1 A.I.T.R. at p. 408). Goodwill, whether bought or 
created, answers the negative description of an asset “not acquired 
for the purpose of re-sale at a profit.” 


Conclusion 
When in doubt, do nothing. 





DEDUCTION OF ACCOUNTANCY FEES 

The Deputy Commissioner, Central Office, states that the 
deductibility of accountancy fees depends on the extent to which 
the expenses were incurred in gaining or producing assessable 
income. 

The Deputy Commissioner considers that in the case of persons 
not carrying on a business, the writing up of accounts, and the 
preparation of financial statements for the taxpayer’s information 
and for use in connexion with the taxpayer’s income tax returm 
play no part in gaining or producing assessable income. He cor- 
tends that fees paid for the services mentioned are expenditure of 
a private nature, the deduction of which is prohibited by S. 51 (1) 
of the Commonwealth Income Tax Assessment Act. 

Advices have been received from the Federal Commissioner that 
the Board of Review has recently upheld the Department's decision 
that accountancy fees, in the case of persons not carrying on 4 
business, are not an allowable deduction. 

The General President of the Commonwealth Institute of 
Accountants has sent the following letter to the Commonwealth 
Treasurer : 


It has been brought to the notice of this Institute that the Federal Com- 
missioner of Taxation is disallowing accountancy fees, claimed by individuals 
who are not carrying on business, as a deduction from their assessable 
incomes, on the ground, apparently, that the expenditure is not necessarily 
incurred in the course of producing assessable income. 
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The question appears to be one of some doubt, but the following reasons 
are submitted why such payments should be allowed as a deduction: 

i. From the point of view of the revenue, it is desirable that a taxpayer 
be encouraged to employ accountants to keep books, in order to 
ascertain his or her taxable income. 

ii. In many cases, it is practically impossible for a taxpayer to compile 
his own return. The bank statement or pass book is, in many cases, 
quite inadequate for the purpose, and the absence of proper books tends 
to operate against the revenue, through the inadvertent omission of 
income. 

iii. In the absence of books, it is difficult for tax agents to say that they 
have satisfied themselves as to the correctness of the return. 

iv. The concession would involve a very slight loss of revenue, which 
would be more than offset by the increased amount collected from 
taxpayers whose income and expenditure had been correctly recorded. 

. The non-allowance of these fees deliberately discourages the employing 
of accountants by private taxpayers, with consequent loss to the 
revenue. 

I, therefore, suggest that the Commonwealth Income Tax Assessment 
Act be so amended as to grant the specific allowance of accountancy fees 
paid for the purpose of recording a taxpayer’s assessable income and allow- 
able deductions, whether or not such assessable income is derived from a 
business carried on by the taxpayer. 





WESTERN AUSTRALIAN APPEALS 


Section 167 (1) of the present Western Australian Assessment 
Act provides that the Governor may appoint a Board of Review 
consisting of a chairman and two other members. Section 167 (2) 
provides that the State may arrange with the Commonwealth for 
the holding by the chairman and members of the Commonwealth 
Taxation Board of Review, of the offices of chairman and members 
respectively of the Board of Review under the Western Aus- 
tralian Act. 

The above arrangements have now been completed. By an 
Order in Council of February 22, 1940, the members of the 
Commonwealth Taxation Board of Review have been appointed 
as a Board of Review under the Western Australian Act. 

Under Section 167 (5) of the Western Australian Act, the 
Board is granted power to review all determinations, decisions, etc., 
of the Commissioner including unlimited power to review decisions 
relating to the remission of additional tax. 

The sittings of the Board shall not be deemed to be public, and 
the Board shall at any time, on the application of either party, 
exclude from its sittings any person not concerned. 





FAMILY PARTNERSHIPS 


The following questionnaire has been addressed by the New 
South Wales Commissioner of Taxation to a member of a family 
partnership in order to test its bona fides :-— 

__(1) State the full names and addresses of the partners and the relationship 
(if any) of the partners to each other. 
(2) State the date of birth of any partner who was a minor during 


the year ended 30th June, 1939. 
(3) (a) Furnish a certified copy of the partnership agreement; and 
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(b) State the name of the person, or firm, who prepared such 


agreement. 

(4) If a written partnership agreement has not been prepared, set out 
in detail the terms of the partnership and the date of its commencement. 

(5) State whether or not stamp duty has been paid on the original 
partnership agreement. If paid, state the date of payment. 

(6) Set out fully the reasons actuating the formation of the partnership. 

(7) State the name under which the partnership carries on business. 

(8) State whether the firm’s name is exhibited on the business premises 
and on stationery used by the firm. 

(9) State the name or names in which the bank account of the partner- 
ship appears in the books of the bank and the date on which the account was 
opened in such name or names. 

(10) State whether the bank has been informed of the formation of the 
partnership and of the names of the partners. 

(11) If the bank has been so informed, state the date and manner of 
advising the bank. If in writing, please furnish a copy of the communication, 

(12) State who is authorised to operate on the bank account, and the 
date and manner of notifying such authority to the bank. 

(13) State whether all partnership receipts have been paid into the 
partnership bank account. If not, state into what other accounts, if any, 
they were paid during the year ended 30th June, 1939. 

(14) State the amount of capital credited to each partner at the com- 
mencement of the partnership. 

(15) Set out in detail the assets introduced into the partnership by each 

artner. 
, (16) State how and when the assets introduced by each partner were 
acquired by such partner. 

(17) Set out in detail the services (if any) performed in the business by 
each partner. 

(18) State in what name purchases of goods or commodities, used in 
the business of the partnership, are made. 

(19) State in what name goods or commodities produced, manufactured or 
purchased by the partnership are disposed of. 

(20) State whether the partnership is registered under the Business 
Names Act, 1934. If so, furnish the full names of the persons who are 
registered as carrying on the partnership business. 

(21) State whether the profits of the partnership have been divided and, 
if so, the date and manner of division. 

(22) State the amount of cash drawings made from partnership funds by 
each partner during the year ended 30th June, 1939, 

(23) State the amount of salary or wages paid in cash to each partner 
during the year ended 30th June, 1939. 

(24) Describe in detail any difference in the conduct and management 
of the business before and after the formation of the partnership. 

(25) State in what name any real property, leasehold property, plant, 
machinery, fittings and furniture, or other fixed assets, purchased or other- 
wise acquired after the formation of the partnership were so purchased or 
acquired. 

(26) (a) If any assets have been acquired under a hire purchase agree- 
ment subsequent to the formation of the partnership, give 
details of such assets and state in what name the hire purchase 
agreement was entered into. 

(b) State the name of the person, firm or company from whom 
such assets were acquired. 

(27) (a) Furnish brief particulars of any real property or leasehold 
property belonging to a partner or partners and used in the 
partnership business. 

(b) State in whose name or names the title to any such real 
ay a | is held and the length of time the property has been 
so held. 

(c) In the case of leasehold property, state the name or names in 
which the lease is held and the length of time it has been so held. 

(28) If a mortgage, charge, lien or encumbrance has been given on or 
over property used in the partnership business, state in whose name or names 
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it was executed. Furnish, also, particulars of such mortgage, charge, lien 
or encumbrance, e.g., name of mortgagee, amount, date of execution, etc. 

(29) State the nature of the records kept for determining the shares of 
the partners in the capital and income of partnership. 





SURRENDER OF LEASE 


Mr. A. Agnew, A.F.1.A., Sydney, writes as follows: 

“With reference to the notes in the March issue of The 
Australian Accountant on the Surrender of Leases, it is important 
to note that it would appear that the reply from the Deputy 
Commissioner quoted would not apply in the case of the surrender 
of a Crown lease used for primary production. Section 88A 
provides : 

(1) That Section 88 shall not apply to a lease from the Crown of land 

used for primary production. 

Where a taxpayer who, in the year of income, is the lessee from 
the Crown of land used for primary production for the purpose of 
producing assessable income, has, prior to the first day of January, 
1937, paid any premium for or in connexion with the assignment 
to him of the lease, a proportionate part of the amount of that 
premium arrived at by distributing that amount proportionately 
over the period of the lease unexpired at the date when the 
premium was paid, shall be an allowable deduction. 

“In the latter provision the term ‘the lease’ must mean the lease 
in respect of which the taxpayer is the lessee in the year of income. 
To hold otherwise would, I think, be to fail to give due effect 
to the use of the definite article in the term ‘the lease.’ 

“A comparison of the language of Section 88 (1) which deals 
with deductions to a lessee in respect of payments for a lease other 
than a lease from the Crown used for primary production, with 
the provisions of Section 88A (4) strengthens the conclusion set 
out above, viz., that no sinking fund is allowable in respect of a 
premium paid for a Crown lease that has been surrendered, but 
that any allowance only covers existing leases. 

“The obvious differences in the language of the two sections 
emphasise the more limited nature of the deduction claimable 
by virtue of Section 88A (4).” 





N.S.W. UNEMPLOYMENT RELIEF AND SociaL SERVICES TAXES 

The New South Wales Parliament, by the Taxation (Unemploy- 
ment Relief and Social Services) Amendment Act, 1940, has 
granted the following concessions to taxpayers: 


Deduction from income from employment 


The income from employment of an employee derived after 
April 30, 1940, is exempt while he is in receipt of such income 
ata rate less than £3 per week (or the equivalent hourly or daily 
tate). Where the employee has a dependant he is exempt while 
he is in receipt of income from employment at a rate less than 
£4/4/- per week. 

Up till April 30, 1940, an employee, without dependants, who 
was earning £2 per week or more, was subject to tax. On and 
after May 1, 1940, an employee is taxable only where his income 
tom employment is at the rate of £3 per week or more. 
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There is no change in the position of an employee who has a 
dependant. He continues to be subject to tax only when his 
income from employment is £4/4/- per week or more. 


Net assessable income 


Any person (other than a company) domiciled in New South 
Wales whose total income derived from all sources during income 
year ended June 30, 1939 (or substituted accounting period) is 
less than £156 shall be entitled to a rebate in his or her assessment 
for that year of an amount of tax equal to two-ninths of the tax 
otherwise payable by him. The reason for the rebate of two- 
ninths is that the tax on income from employment at £2 per week 
or more was imposed as from October 1, 1939 The period to 
June 30, 1940, comprises nine months, during two of which, i.e, 
from May 1, 1940, employees in receipt of less than £3 per week 
are exempt. It therefore requires a two-ninths’ rebate to make 
an equivalent concession to those persons whose net assessable 
incomes range from £101 to £155 inclusive. 

Where assessments have been received without the above rebate, 
an application should be made to the Department for the issue of 
an amended assessment and a refund of the tax overpaid. 

With regard to income year ended June 30, 1940, and subsequent 
years, the net assessable income of any person (other than a 
company) domiciled in New South Wales is exempt if— 

(a) his total income from all sources is less than £156; or 

(b) he has a dependant, and his total income from all sources 

does not exceed £218. 


Declaration to be made by employees regarding dependants 


The dependant rebate from tax payable upon income from 
employment derived between November 1, 1939, and April 30, 
1940 (both days inclusive), was calculated with reference to the 
number of dependants of the employee on November 1, 1939. If, 
on May 1, 1940, there was no change in the number of dependants 
as compared with those existing on November 1, 1939, the 
employee is not required to make a fresh declaration as at May |, 
1940. If, however, changes in the number of dependants have 
occurred since November 1, 1939 (e.g., a child is born, or has 
died, or has become 16 years of age), it will be necessary for 
employees to furnish fresh declarations to their employers showing 
the number of dependants as at May 1, 1940. 





COMMONWEALTH LOAN INTEREST DERIVED BY COMPANY 


The partial exemption from tax on interest derived from 
Australian Consolidated Securities, referred to on page 151 0! 
the April, 1940, issue of The Australian Accountant, also applies 
to interest received by companies. The 1930 Commonwealth ratt 
for companies was 16d. in £. The rate for income year end 
June 30, 1939, is 24d., so that the Commonwealth rebate allow- 
able to companies for 1938-9 under S. 20 of the Commonwealth 
Debt Conversion Act, 1931, is 8d. in £ on all interest to which 
that Section applies. 
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INcomME From ApprRAISED WooL 
By A. I. Martin, Chartered Accountant ( Aust.) 


The form of account sales now being received by Pastoralists 
may be condensed as hereunder : 


Account Sales of Wool Appraised under National Security 
(Wool) Act 


S00 Willen, 115-37 Me... 2c cn os oo os os BS DB 
ES 4. Wake awd dd be eAes Ot Oe 583 15 


5,253 15 
Less Charges and Commission on £5,253/15/- .. 400 19 


Asmat remitted .. .. ox. kn cc cc esce ss oe SQROe 1S 


The question arises, what amount should be credited to the 
Wool Sales account ? 

The relevant facts, so far as I have been able to investigate them, 
are as follows: 

National Security (Wool) Regulations made under the powers 
conferred by the National Security Act, 1939 (No. 15). Their 
purpose is to provide for the carrying out of the arrangement made 
between Great Britain and the Commonwealth for the acquisition 
in connection with the present war, of all wool in Australia 
with certain exemptions, and to provide for matters arising there- 
out and incidental thereto. 

Regulations 15-17, provide—“The sale of wool shall be by 
appraisement and the property in any parcel of wool submitted 
for appraisement shall pass to the Commonwealth when final 
appraisement is completed. . . . For the purpose of appraising 
wool according to description . . . regard is to be had to the price 
payable by Great Britain under the arrangement with the Common- 
wealth, and the limits shall be fixed so as to ensure that the price 
per pound payable by Great Britain for the wool of any wool year 
will not be exceeded by the average price per pound of the total 
payments made pursuant to the appraisement of that wool.” 

(The price arranged was 103d. per pound English Currency, 
or 13°-4375d. per pound Australian Currency.) 

Regulation 30, reads—“Finance—Any moneys received by 
the Central Wool Committee from Great Britain under or in 
consequence of such arrangement over and above the purchase 
price payable by Great Britain and any surplus which may arise 
shall be dealt with as the Central Wool Committee shall in its 
absolute discretion determine.” 

So far as I have been able to ascertain, the retention of 10% 
of the Appraised Gross Proceeds is made by a minute of the 
Central Wool Committee pursuant to the powers conferred by 
Regulation 30. 

Until the whole of the clip has been appraised the formula 
applied cannot be tested as to how near or far it is away from the 
average of 13°4375d. per pound. 
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The action of the Central Wool Committee in creating a reserve 
by retention is preferable to some of the liberal distributions 
made during the last conflict that resulted in the unpleasant task of 
having to make a reclamation. 

The whole of the amounts retained by the Central Wool Com. 
mittee have been invested and the interest so earned will be 
disbursed when the final distribution is made in July, 1940. 

Before determining what entries have to be made in the books of 
account, it appears desirable to consult Section 19 of the Com- 
monwealth Income Tax Act, which provides: 

“Money Credited, re-invested, etc., to be Income.—Income 
shall be deemed to have been derived by a person although it is 
not actually paid over to him, but is re-invested, accumulated, 
capitalized, carried to any reserve, sinking fund or insurance fund 
however designated, or otherwise dealt with on his behalf or as 
he directs.” 

It will be observed that £5,837/10/- has been credited, also that 
£583/15/- has been dealt with on his behalf. 

Representation is being made by some sections of the Grazing 
Interests, that the 90% of the appraised value dealt with in the 
original remittance, represents the whole of the gross proceeds 
for the 1939 wool clip. Section 19 inclines me to the opinion 
that the appraised value is the correct figure to credit, and that 
the Central Wool Committee should be shown as a debtor for 
the amount of £583/15/-. 

Incidentally the amount representing interest in the final 
adjusting distribution, would be personal exertion income because 
it has been earned fom the equivalent ot a trade debt. 


In view of the ieapertence to grasiecs and their accountants 
of the point raised by Mr. Martin, the General President of the 
Commonwealth Institute of Accountants has written to the 
Federal Commissioner of Taxation for his ruling thereon. 

The Commissioner has advised that it has been decided that the 
10 per cent. of the appraised value of wool retained by the 
Central Wool Committee from the supplier of the wool is not 
income of the woolgrower until it ceases to be retention money 
and becomes payable to the woolgrower. 

The returns of woolgrowers should accordingly include in the 
year of receipt the amounts received by them in respect of wool 
supplied by them to the Central Wool Committee. Any surplus 
that may be distributed to the woolgrowers in excess of the 
appraised value of the wool should also be included in the return 
of the recipient of the year in which the amounts are received. 





CoMMONWEALTH TAXATION PROPOSALS 


The Commonwealth Treasurer, the Hon. P. C. Spender, k.c, 
made a financial statement to Parliament on May 2, 1940, in which 
he outlined the Commonwealth’s taxation proposals for the 
financial year 1940-41. This statement was made just as this 
issue was going to press, and only a brief outline of the taxation 
measures can be given in the May issue, but they will be fully 
discussed in the June issue of The Australian Accountant. 
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INCOME Tax 
The 1939-40 schedules are to be abandoned, and the following 
new schedules will apply for 1940-41, i.e., in respect of income 
derived during income year ended June 30, 1940, or substituted 
accounting period: 


Proposed Rates for Individuals 
(a) Personal Exertion 
5d. in £ up to £500; 
Thence increasing by 2/100d. for each £ up to £1000; 
Thence increasing by 1/100d. for each £ up to £4200; 
90d. in £ on income in excess of £4200. 


(b) Property 
8d. in £ up to £500; 
Thence increasing by 5/200d. for each £ up to £1000; 
Thence increasing by 5/400d. for each £ up to £4200; 
108d. in £ on income in excess of £4200. 
From the above we derive the following formulae: 
Personal Exertion 
(a) Not exceeding £500 (net): 5 pence in £. 
T — 500 
(c) £1001 to £4200: 15 + — pence in £. 
(d) Exceeding £4200: £4200 @ 47 pence in £; balance @ 90 
pence in é. 


pence in Z. 


Property 
(a) Not exceeding £500: 8 pence in #. 
500 


(b) £501 to £1000: 8 + i= 


D Pence in £. 


(c) £1001 to £4200: 20°5 + pence in £. 


(d) Exceeding £4200: £4200 @ 60°5 pence in £; balance @ 
108 pence in é. 
Concessional Deductions 
There is no alteration in the concessional deductions. 


Statutory Exemption 
The new statutory exemption will be: Married and single 
persons, £250, decreasing £1 for each £1 by which the taxable 
income exceeds £250, thus vanishing at £500. The present 
statutory exemption is £250, decreasing £1 for each £2 by which 
the taxable income exceeds £250, thus vanishing at £750. 


ComMPANY TAXATION 


The present rate of ordinary company tax of 2/- in the £ 
will remain unchanged, but it is proposed to introduce two 
additional company taxes, viz.: 
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Excess Profits Company Tax 


This tax will be imposed on companies earning more than 
8% on the “capital” employed. The tax is a graduated one, 
commencing at 4%, and increasing to a maximum of 60% in the 
case of that portion of the total profits in excess of 22%. Gold 
mining companies are exempt. 

This tax will be first applied to income derived during income 
year ended June 30, 1940. The detailed rates are: 
Tax on 
Profits 
Profits up to and including 8% Nil 
The portion of profits in excess of 8% up to 9% 4% 

9% , 10% 8% 
10% 11% 12% 
11% 12% 16% 
12% 13% 20% 
13% 14% 24% 
14% 15% 28% 
15% 16% 32% 
16% 17 % 36% 
17% 18% 40% 
18% , 19% 44% 
19% , 20% 48 % 
20% 21% 52% 
21% 22 Yo 56% 
22% 60% 


” 


Example 
A company earns “profits” as defined, for year ended June 30, 
1940, amounting to £21,000. Its capital employed is £70,000. 
The rate of profit on capital employed is 30%. 
Calculation of Excess Profits Company Tax: 


Tax 

Profits up to and including 8% = £5,600 Nil 
Portion in excess of 8% up to 9% 700 @ 4% 28 
9% ,, 10% 700 @ 8% 56 

10% ,, 11% 700 @ 12% 84 

11% ,, 12% 700 @ 16% 112 

12% ,, 13% 700 @ 20% 140 

13% ,, 14% 700 @ 24% 168 

14% ,, 15% 700 @ 28% 196 

15% ,, 16% 700 @ 32% 224 

16% 17% 700 @ 36% 252 

17% 18% 700 @ 40% 280 

18% 19% 700 @ 44% 308 

19% 20% 700 @ 48% 336 

20% 21% 700 @ 52% 364 

21% ,, 22% 700 @ 56% 392 

22% 5,600 @ 60% 3,360 


——- 


eee ce a 2 ae = £6,300 


The effective rate of tax on the whole of the company’s 
profits is, therefore, 30%, or 6/- in £. 


HU nee 
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UNDISTRIBUTED ProFit TAX ON COMPANIES 


This tax will be imposed on the “undistributed taxable income” 
after allowing an exemption of 25% of the distributable income. 
The rate of tax is 1/- in £. 

Gold mining companies are exempt. 

This tax will also be first applied to income derived during 
income year ended June 30, 1940. 

The following is an illustration of this provision: 

Distributable income, as defined .. 
Exemption, 25% 


Actual distribution, 15% on £70,000 


Undistributed income subject to tax .. .. .. 
Tax on £5,250 @ 1/- in £: £262/10/-. 


Lanp Tax 


It is proposed to double the present rates of land tax. The 
statutory exemption of £5000 remains unchanged for residents. 
The proposed rate will commence at 1d. in £, increasing to a 
maximum rate of 9d. in £ for taxable unimproved values in 


excess of £75,000. 
SALES Tax 


The present rate of 6% has been increased to 84%; that is, 
the new rate is ld. in each 1/-, or 1/8 in each £. The new rate 
came into operation on and after May 3, 1940. It also applies 
to goods imported on and after that date. 


FEDERAL EstaTE Duty 


The proposed new rates are: 
(1) 3% for estates up to £10,000; 


(2) Thereafter increasing by a of 1% for every £100 up to 


£20,000 (rate of duty on £20,000 will be 6%). 
a5 of 1% for every £100 up to 
£100,000 (rate of duty on £100,000 will be 18%). 


(3) Thereafter increasing by 


(4) Thereafter increasing by ao of 1% for every £1000 up to 
£500,000 (rate of duty on £500,000 will be 20%, which is 
the maximum rate). 

Exemptions 


(a) In ascertaining the value of the estate for duty, the 
following diminishing exemptions will operate, viz: 

Estates passing to the widow, children or grandchildren of the 
deceased, £2000, vanishing at £12,400. 

Estates not passing to the widow, children or grandchildren of 
the deceased, £1000, vanishing at £10,000. 

Where the estate passes only partly to the widow, children or 
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grandchildren of the deceased, the exemption allowed will hk 
appropriate to the proportion of the estate so passing. 

(b) Estates of members of the Defence Forces dying on active 
service where taxable value is less than £5000. 


CUSTOMS AND EXCISE 


Increases of customs and excise duties are also forecast, but 
details of the contemplated increases are not yet available. 





Book Reviews 


WHAT OF THE FuTURE? 


Mr. B. S. B. Stevens, Premier of New South Wales from 
1932-1939, has written a little book (Angus and Robertson 
Ltd.) which he has called Planning for War and Peace. Mr. 
Stevens is one of the very few Parliamentarians who has made 
any literary contribution to the study or solution of our problems; 
and for this reason, at least, this book must commend itself to his 
fellow-citizens who are zealous in the promotion of Australia’s 
welfare and progress. 

In advocating a programme of planned development, the author 
suggests that £150,000,000 would be required in respect of the 
State, including 2,000 miles of road to cost £10,000,000. Another 
point of interest is the suggestion that if our birth-rate continues 
to lag, Australia’s “home grown” population will never reach 
the 7,500,000 mark. 

Only too true is the blunt statement that “the slowness with 
which our defence effort is now progressing tells us in the clearest 
way possible how little use we have made of our opportunities 
in Australia.” 

Under the four chapter headings—Political and Economic 
Planning in Australia, The War on Five Fronts, Finance as a 
Method of Reorganisation, and Post-war Reconstruction, Mr. 
Stevens has trenchantly covered a good deal of ground within 
the compass of his hundred or so pages. 

W. Bruce RAINsForD. 


MoneETARY MANAGEMENT 


Many theories, economic and otherwise, are being steadily 
jettisoned in this changing world, and that of a gold basis for 
currency is one of them. 

A forceful new book, Monetary Management, on the new com- 
modity standard of money has just been published by Pitman 
(London), with Sir Charles Morgan-Webb, c.1.£., as the author. 
It is a consolidation of a series of articles which appeared over 
a period of nearly two years, in the monthly publication of the 
New University Research Society, Edinburgh. Probably the 
most interesting chapters are those dealing with the elimination 
of the business cycle, international monetary management, and 
national monetary management. 

The Currency and Bank Notes Act of February, 1939—says 
the author—not only indicated a clean break with the gold stat- 
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dard system of currency; it gave legislative authority to the 
informal administrative monetary management initiated by the 
British Treasury in 1931. The real function of gold in our 
monetary structure is international, and not internal. 

Mr. W. Craven-Ellis, m.p., Chairman of the British Parliamen- 
tary Monetary Committee, has contributed an introduction to 
the book. He points out that the Macmillan Report of 1931 
proposed the adoption of a commodity standard of money, and 
that the international monetary system outlined in the Report 
was tentatively adopted by Britain by the acceptance of the 
Ottawa Monetary Report in 1932. 

W. Bruce RaAINnsForp. 


VIcTORIAN COMPANY LEGISLATION 
Victorian Company Law and Practice: Bernard O’Dowd and 
D. I. Menzies. The Law Book Co. of A/asia. Pty. Ltd. 
Melbourne, 1940. Pp. xcvi + 1132, including 134 pp. index. 
Price, £4/4/-. 

Victorian accountants and secretaries have for many years 
suffered from the disadvantage that the principal works on 
Australian company law and practice, excellent as they are in 
other respects, have been written primarily around the Companies 
Acts of some other State. The passing of the Victorian Act of 
1938 accentuated this difficulty, since the Act contains many 
provisions—particularly relating to the work of accountants— 
which differ materially from the corresponding provisions in the 
other State Acts. Consequently the appearance of this volume 
is welcome. It contains a comparative table of English, Austra- 
lian and New Zealand Acts with Sections of the Victorian Act, 
an exhaustive annotation of the Victorian Act (in which particu- 
lar attention has been paid to the novel features of that Act), 
statutory regulations, fees and forms, additional forms drafted 
by the authors, specimen forms of published accounts with notes 
thereon, a table of offences and penalties under the Act, docu- 
ments, notices, returns, etc., to be filed, a voluntary winding-up 
table giving the progressive steps and comparative procedure in 
Members’ and Creditors’ Voluntary Winding-up, and a model 
set of memorandum and articles of association. 

The fact that Mr. O’Dowd, one of the authors, was the drafts- 
man of the Act is in itself a guarantee of authority, but the 
publishers have spared no pains to ensure the reliability of the 
contents. For example, the model set of memorandum and articles 
of association was prepared by a well-known Victorian solicitor 
and perused by the Registrar-General and the Stock Exchange 
of Melbourne, and the specimen forms of published accounts and 
notes thereon were prepared by a firm of accountants. The 
account forms include a consolidated balance-sheet and profit and 
less account of a holding company an subsidiaries, in which all 
the supposed difficulties i preparing such consolidated statements 
have been faced, and these forms will doubtless be very useful 
to the individual practitioner, as well as going a long way towards 
improving the standard of published accounts generally. We 
were glad to notice that regard has been had to modern refine- 





236 THE AUSTRALIAN ACCOUNTANT MAY 


ments—such as the logical grouping of balance-sheet items, the 
adjustment of the figures to the nearest £, and the inclusion of the 
previous year’s figures—as well as to the specific requirements 
of the Act. These specimen forms are themselves an interesting 
commentary on the authors’ statement—at p. 273—that “‘it is 
possible that, especially in the case of holding companies with 
subsidiary companies which have different dates for balancing 
their accounts, it may be found impossible to take advantage of 
the alternative provisions as to consolidated balance-sheets and 
profit and loss accounts.” The specimen forms show how the 
difficulty of different balancing dates can be overcome: it is not 
clear what other contingencies the authors had in mind when 
suggesting that consolidated statements might be impossible. 

The regulations, forms and fees payable, the schedule of docu- 
ments, notices and returns to be filed and the voluntary winding- 
up table are features, the usefulness of which to accountants, 
secretaries and liquidators is obvious. 

The volume is strongly and attractively bound and will be a 
handsome as well as an indispensable addition to any Victorian 
accountant’s library. It fully justifies the publishers’ claim that 
it is the “most practical, comprehensive and exhaustive work on 
company law in Victoria.” And, in the present reviewer’s opinion, 
the emphasis is, as it should be in a work of this kind, on the 
practical aspects. 

A.A.F. 


STANDARD Costs 


Accountancy Control by Standard Costs: Gerald H. Gregory, 
F.C.A.A., A.L.C.A. The Law Book Co. of A/asia. Pty. Ltd. 
Sydney, 1940. Pp. XV + 184. Price, 21/-. 


The rapid development of secondary industry in Australia— 
a development which is likely to be tremendously accelerated by 
war conditions—has, naturally, directed attention towards modern 
methods of cost control such as have been found suitable in the 
older manufacturing centres. But the environment of Australian 
secondary industry and the technique of control in this country 
differ in important respects from those of other countries, and 
text books written in the light of English and American experi- 
ence are not entirely suitable for practical use in Australia. It 
is good to know that Australian accountants are alive to this 
fact, and that the building up of a local cost accounting literature 
has begun. 

Mr. Gregory’s book will be found useful, not only in respect 
of the system which he describes and illustrates by numerous 
forms, but also for the suggestions for variations in procedure 
to meet particular problems which the careful reader can extract 
from it. The specimen forms given number more than eighty 
and range from standard cost cards to ledger accounts incorporat- 
ing standard cost entries. Particularly useful are the series of 
forms showing how overhead charges are distributed to depart- 
ments. 

In an introductory chapter, Mr. Gregory raises interesting 
questions as to the status of the cost accountant, in relation to 





1940 THE AUSTRALIAN ACCOUNTANT 237 


that of the financial accountant and of the factory manager. He 
takes the view that the cost accountant should not be subordinate 
to either the financial accountant or the factory manager, but 
that his contact must be direct with the management. “To a great 
extent, he stands between financial control and factory supervision 

The position of cost accountant would be rendered almost 
impossible it, concerning the technicalities of his work, he were 
in any way subordinated to the factory manager.” This view has 
aroused criticism from another reviewer, who looks upon the 
factory manager as the “keyman” of the factory, and who stresses 
the necessity for co-operation between accountants and managers 
rather than an attempt to define spheres of authority. The point 
is one of considerable practical importance. Unquestionably, 
team-work in a business is a vital ingredient of efficiency, yet it 
is surely not made unattainable by a definition of responsibilities. 
And it is certainly true that the most valuable work of the cost 
accountant is that which is in essence an audit of the production 
procedure. Definition of the status of an auditor does not rule 
out the possibility of co-operation between auditors and other 
officers of an enterprise. 

A.A.F. 


A History of the Business Man: Miriam Beard. (Macmillan.) 
Pp. 735. Price, 31/6. 


Mrs. Alfred Vagts (née Miriam Beard) has written a very 
interesting and thought provoking work. This volume could be 
profitably included in any reading course in the subjects of 
economics, economic history, economic geography, or sociology. 

To the keen accountant it should provide a very valuable back- 
ground. Throughout, it is packed with interesting facts (many 
not previously published before), and happy and well chosen 
anecdotes. In turn, it shows the influence of the business man 
in the ancient world and the middle ages, and discusses the pre- 
dominance of Venice, Florence and Lubeck. 

Entering on modern times it portrays the influence of the 
business man in England, Germany, France and America. In 
fact, any student interested in European History or current affairs 
would be adequately repaid the time invested in turning and read- 
ing the pages of this volume. 

The name of “Beard” is in itself a recommendation to the book. 
Mrs. Vagts is the daughter of Charles A. and Mary Beard, the 
American historians. She is now the wife of Dr. Alfred Vagts, 
the Historian of German diplomacy. 

In view of the present world situation, the reading of this 
lucid book will provide an excellent understanding of many of the 
world influences at work to-day. 

This volume is not written around a rigid thesis, but is based 
on the concept of the interaction of interest and idea. In telling 
phrases, Mrs. Vagts both criticises and admires the business man. 
Her concluding words are indicative of her researches, 

“We never imitate the past yet we are never emancipated 


from it.” 
Roy E. MASKELL. 









THE AUSTRALIAN ACCOUNTANT 
Labour Control - 


(A series of talks delivered to the N.S.W. Division of the & rela 
Australasian Institute of Cost Accountants) rang 
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LasBour REcorDS WITH PUNCHED Carbs re 
> 
By E. J. Doble wou 
The costing operations in the Engineering Branch of the § int 
P.M.G’s. Department cover abstracts of labour, material and inci- § unit 


dental costs prepared by means of a punched card process. This § and 
talk is confined to the preparation of labour cost cards by the § hou 
Hollerith punched card system. pun 

In preparing labour costs for, say, the Engineering Branch, T 
Melbourne, covering a month’s transactions, there are 250,000 § prov 
dissections to be made. The punched card system was found § the 
admirable in coping with this volume. sent 

The sorting machines are capable of an output of 24,000 cards § sent 
and the tabulating machine of 12,000 cards an hour. The speed of § min 
operation is thus such as to prove a great asset in producing various § allot 
abstracts and returns required under the provisions of the costing § job. 
system applicable to the Engineering Branch. actu 

After a good deal of consideration, it was decided to introduce § the: 
a 38-column card, as this would provide sufficient range to cover § ina 
the operations of the Branch. Such a card provided for the follow- § asse 





ing headings :— a Fe 
Work the | 

Period Date Division Group Workman Units Quantity equi 
Col. 1-2 Col. 3-4 Col. 5-6 Col. 7-8 Col. 9-12 Col. 13-16 Col. 17-20 was 
Man Works Chargeable Type of Plant excl 
Hours Authy. Division Exchange Account in a 
Col. 21-25 Col. 26-30 Col. 31-32 Col. 33-35 Col. 36-38 app! 


Such a layout provided the Costing Section with information allot 
regarding work performed on units of work such as the erection J *8# 
of poles, erection of a mile of wire, in both quantities and man- T 
hours. The column, man-hours, also supplied the Costing Section a 
with a basis to apportion the costs to the various plant accounts and “ 


work orders under which the work performed by Engineering - 
workmen are dissected. Sys 
The system of costing in the Department provides for records ee 


of work to be kept under Plant Accounts relative to providing or Thi 
maintaining plant, for instance, M.2 X.E.P. would represent pro- XE 
viding a switchboard in a magneto exchange with 1-300 lines Besi 
connected. Special work orders are issued to cover works costing _ 
more than £200 or where costs have to be rendered to the public Way 
or to other Departments. _ 


As labour is costed in fortnightly periods a code number was Rees 
allotted to each period from 1 to 26, covering 26 fortnightly periods se 
of the year. Date was covered by the figures 1 to 31, Division iy 
was allotted a series of numbers from 1-20, representing 20 : 
divisions into which the work of the branch was divided, group a 


was allotted a series of numbers relative to the number of the 
groups. The workmen were allotted a representative number 
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which was retained until the workman ceased duty or was trans- 
ferred to another division. Work units were allotted a number 
relative to their number in the Works Procedure Instructions 
ranging from 1 to 412. The quantity was shown relative to the 
unit quantity and this was indicated by a number which represented 
the number of units concerned. For example, in the erection of 
poles one pole is the unit, so the punched number 9 on the card 
would represent 9 poles erected, whereas the erection of wire is 
in mile units, so 9 would represent 9 miles of wire erected; the 
unit quantity of cable is per yard, so 9 would represent 9 yards, 
and so on. Man-hours were shown in hours and decimal]s of an 
hour; for instance, 9 hours 24 minutes would be 9-4 or 94 on the 
punched card—9 hours 3 minutes would be 9-05. 

The works authority was shown in number also, and a coding list 
provided for a certain significance to be given to the first figure of 
the number representing the class of authority, such as 6 repre- 
senting a special work order covering providing, whilst 7 repre- 
sented a special work order covering a maintenance job. Under 
minor works, that is a job costing less than £200, the number 8 was 
allotted for works of providing, whilst 9 indicated a maintenance 
job. The chargeable division is the division in which the workman 
actually worked; for instance, punching under Item 3 represented 
the division to which the workman was attached, but he might work 
in another division, in which case he was shown for purposes of 
assessing costs in that division. A transfer would be effected on 
a Form termed W.P. 10, transferring a proportion of his salary to 
the division in which he worked, so the amount of hours would be 
equivalent to the money paid for the work. Type of Exchange 
was indicated by a number which was identified to a certain 
exchange by that particular number, and this exchange was listed 
in a coding instruction with its particular number. This also 
applied to division and group where each division and group was 
allotted representative numbers, and these numbers were listed 
against the division or group concerned in a coding list. 

The Plant Accounts used by the Department are indicated by 
letters such as X.E.P., X.T.P., X.C.P., X.U.P., X.W-P., etc. 
These represent Exchange Switchboard providing, Exchange Tun- 
nels providing, Exchange Conduits providing, Exchange Cables 
providing, Exchange Wires providing. Now, as the Hollerith 
System only provides for punching and tabulating numbers, a 
coding index had to be prepared for the relative plant accounts. 
This covered the whole range of plant accounts; for instance, 
X.E.P. was 100, X.T.P. 110, X.C.P. 120, X.U.P. 130, X.W.P. 140. 
Besides providing plant accounts, we divide our costs up under 
various headings under the general term of working expenditure. 
Working expenditure is therefore divided into Renewals “N,” 
Recoveries “C,” Shiftings “S,” Current Maintenance “M.” This 


| meant we had to allot numbers to each of these from sub-divisions. 


It worked out thus—X.E.P. 100, X.E.N. 101, X.E.C. 102, X.E.S. 
103, X.E.M. 104, and so on. In this way we established an 
equivalent range of numbers relative to each plant account and 
sub-division of each plant account. This enabled us to decode 
from the tabulated statement to the plant account concerned, for if 
the tabulated statement showed under heading Plant Account 100 
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3 _— that represented Providing Exchange Switchboards 

Having thus designed a card which gave us all information 
necessary for our operations and for the information of the 
engineers, etc., we had to consider the question of producing 
labour costs against the various plant accounts and work orders, 
Punchers were employed with verifiers, and the work of punching 
the information was undertaken by these girls. Documents called 
Daily Working Reports were filled in by workmen, showing the 
work performed either by individual workmen or by groups oj 
workmen, and these set out all the information provided for on the 
card. Coders were employed to reduce the information shown to 
its Hollerith code numbers. Incidentally, we found it desirable 
to use a different coloured ink from red or black and used purple, 
which showed up the Hollerith code quite sharply for the punching 
and verifying machinists. 

After coding to the Hollerith code had been performed the 
documents were passed on to the punchers and verifiers, wh 
punched the numbers on to the standard card as already explained. 
As everything was allotted a Hollerith number by the coder, the 
punching was entirely routine, no analysis or criticism being 
required by the punching or verifying machinist. This resulted 
in expedition in punching the cards. The cards having been 
punched, they were taken to the sorting and tabulating room, 
where they were first sorted and then tabulated. 

The tabulated statement provided for information under the 
same headings as the cards and so the figures shown on the 
tabulated statement were decoded by the headings. 

Abstracts were prepared for costs of labour in each division 
fortnightly, dissecting the costs into the various plant accounts or 
work orders. These abstracts were used for posting to plant cost 
cards, from which plant returns were prepared on to special work 
order cards as a record to show the actual costs of works against 
the estimated costs. 

The abstracts were also summarised for the Accounts Branch 
for entry into their State Ledger and also as a record of expen- 
diture under the Treasury Votes. 

Everything as regards labour costs was balanced with Tally 
Sheets so that all labour expended in man-hours was accounted for 
in the totals obtained from the tabulations, and in this way it was 
proved that all expenditure on labour had been accounted for by 
an equivalent number of hours. 





Tue ContTrRoL OF LABOUR WITH STANDARDS 
By A. D. Richmond 

With most plans of labour control it seems one of the greatest 
problems is to find some satisfactory basis on which to gauge the 

efficiency of employees in relationship to the wages paid. 
Piece work presents many anomalies. Often one finds that the 
higher output obtained is not proportionate to the higher wages 
aid. 
? Then there are other wage plans which have as their objective 

an incentive to higher production. Each of these has many g 
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features, but there appears to be a common difficulty where there 
are varying rates of wages in the one class of labour. 

Those who have had experience with labour control will appre- 
ciate that there is a tendency to observe the output of employees 
without relating it to the wages paid. 

In every factory, perhaps, one would find that the staff includes 
many classes of employees. In both males and females there are 
seniors and juniors and apprentices with varying years of expe- 
rience and skill. Times taken on tasks vary with perhaps every 
employee. Even within the one group different rates of pay are 
made to employees. 


Fic. No. 1 


CHART SHOWING MOVEMENT IN EARNING CAPACITY OF GIRLS 
Wages . 


= | 


| — 








Mins, of Production 330 660 990 1320 1650 1980 2310 2640 2970 3300 3630 
Value of Production 5/* 10/*15/= 20/- 25/= 30/* 35/= 40/- 45/* 50/= 55/~ 


The accompanying chart (Fig. 1) presents some interesting 
features in an attempt to solve this particular problem of relating 
the expected output to wages paid. This chart relates to female 
labour and shows varying rates of pay as well as varying output 
expressed in both time units and labour value. The minute unit 
of production is a standard representing one minute of productive 
time of a senior girl receiving £2 per week. The labour value of 
production similarly is the labour value of the tasks efficiently 
performed by a senior girl receiving £2 per week. In other words, 
employees should produce a certain number of units of time or a 
labour value commensurate with their wages. 

On the graph is shown the straight line of efficiency based upon 
the senior earning £2 per week. That is, reading from the graph, 
agirl receiving 40/- per week should give production having a value 


Cc 
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of 2,640 minutes (44 hours). Similarly, a girl receiving 20/- per 
week should have production representing 1,320 minutes. 

The graph also shows the curved line of actual earning capacity 
This shows that a girl receiving 20/- per week should probabj) 
have production with a value of 24/- or 1,590 minutes, and a gir! 
on 25/- would probably produce 30/- worth of production or 1,9% 
minutes. The shape of the curve may, of course, differ for each 
business. 

The output of individuals as well may vary, some even being to 
the left or on the top side of the straight line. They would not be 
recovering their wages as would probably be the case with those 
girls who are paid 49/- per week. 

Reading from this graph it is possible to set a reasonable standard 
of efficiency for each employee. It may be desired to consider 
their efficiency either on the basis of the straight line or on the 
basis of the curved line which shows the normal movement in the 
earning capacity of the employees. 


Fic. No. 2 
Employce’s Efficiency Report 





Employee Employee 
Standard Rate of Pay, 30/- Rate of Pay, 40/- 
Time 


Day 





Units Non-Prod. Units Non-Prod. 





Monday 525 450 475 
Tuesday 525 450 460 
Wed. 525 400 420 
Thurs. 525 425 465 
Friday 540 355 300 


Total 2640 2080 2120 











Standard a 2310 90% 2640 























Figure No. 2 is an Efficiency Report using the curved line of 
normal earning capacity as the standard. 

In this illustration the minute value of the production of each 
employee is recorded daily and totalled weekly. The wage of the 
first employee is 30/-. Following the curved line, on the graph, 
the production from this employee should be 2,310 minutes. The 
figure then becomes the standard for this particular employee. The 
percentage that the total minutes for the week bears to the standard 
indicates the percentage of her efficiency. 

Form No. 3 is an Efficiency Report where the straight line of 
efficiency is used as a base. Against each employee is shown the 
ratio that her weekly wage bears to the standard of £2. The first 
employee receives 20/- per week. Her ratio is -5. The second 
employee receives 30/- and her ratio is -75, while as to the third 
employee, who receives £2, her ratio would be 1. When each ratio 
is applied to the total standard time for the week of 2,640 minutes 
it provides an individual standard for each employee to calculate 
her efficiency percentage. 
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Fic. No. 3 
Employee’s Efficiency Report 





Employee ey Employee 
Rate of Pay, 20/- Rate of Pay, 30/- Rate of Pay, 40/- 
7 Ratio, *5 Ratio, *75 Ratio, 1 

ime 





Units Non-Prod. Units Non-Prod. Units Non-Prod. 





Monday 525 200 220 525 
Tuesday 525 195 225 500 
Wed. 525 180 215 495 
Thurs. 525 210 200 540 
Friday 540 215 220 350 





“Total | 2640 | 1000 1080 2410 





Standard ..| 1320 | 75% 1980 | 55% | 2640 | 90% 


























Form No. 4 is a Labour Report prepared for the Works 
Manager or other Managing Executive. It summarises all depart- 
mental results and explains some of the many losses that tend to 
lower the manufacturer’s profits. 

Profits are calculated on the standard cost sheets, which are 
based on an efficient production from the staff. Then if the staff 
in return for the wages paid do not have production of a similar 
value, the profits of the business must be lowered. This report, 
therefore, is of particular value and always demands some definite 
action from the management if the profits are to be preserved. 

The productive minutes shown in the report are the addition of 
the minutes appearing on the Employees’ Efficiency Report. The 
value of the production in each department is calculated by multi- 
plying the total productive minutes by the standard rate ; that being, 
of course, a girl earning £2 per week. 


Fic. No. 4 
Labour Report 


For the week ending 





Symbol | Department | Prod. Mins.| Wages Paid} Recovered 


A 56 50 88 
B 43 39 90 
Cc 33 37 111 
D 26 20 70 








158 146 12 92 


























There are other matters, also, that must be considered, such as 
the treatment of non-productive time with the aid of standing 
orders. It is not intended to deal with these details but to submit 
the thoughts which should prompt better control of labour costs. 
These thoughts are: 

Consider efficiency of output in relationship to wages. 
Flexible standards so that the efficiency of each employee is 
gauged on some equitable basis. 

The regular valuing of labour inefficiencies in report form. 
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Lasour INCENTIVE PLANS for 

By R. G. Jackson on 

. . ° 1 
While overseas factories have almost universally adopted some a 
system of rewards for the encouragement of labour effort, there cern 
remains in Australia, the country of high nominal wages, the Bus 
strange paradox of continual opposition to such systems by agai 


employers and employees. Nevertheless, the more progressive T 
organisations are fully cognisant of the advantages which may § 44<j, 
accrue from the introduction of wage incentive plans, and there is 


no doubt that as the employee, for his part, is able to divest himself = 
of the erroneous ideas concerning “speeding up” and attempted § ner, 
“driving” by the employer, the real value of the labour incentive Pp. 
plans will be given due prominence. thou 
It is not necessary to set out in detail the many advantages of T 
incentives to the earning of more wages, but some of the more § ;..), 
outstanding features may be summarised as follows: plete 
1. Elimination of waste time and effort. invo 
2. Increase of productivity. foun 
3. Lower unit costs. able 
4. Co-operation of employees. knov 
Before proceeding to an examination of the factors governing § data 
the operation of any incentive plan, it is well to consider briefly the § job : 





classes of labour to be covered. conti 
: the t 

A. Productive Saas 
Under this heading may be grouped all that class of labour § save, 
generally known as direct, that is, directly engaged in the pro- Tl 


duction of goods or services. Such classification will be wide § rewa 
enough to cover practically the whole range of secondary industry, § analy 
and to include the highly skilled individualist holding a key § 
position in a production routine, as well as the unskilled operator 2. 
of a plant nearly 100% automatic in its functioning and requiring : 


only inspection or periodical adjustment. In 
: prim 
B. Indirect unit : 


At first doubts may arise as to the extent to which this second § const 
class of labour may be included in any wage incentive plan. But § Arbi 
why not? The maintenance man and the labourer attending to § ior t 


yard cleaning may argue, and rightly so, that their work is as Ty 
necessary to the smooth flow of production as that of anyone else. § work 
If not, why pay them wages at all? The question then arises upon A 


what basis are such earnings to be stabilised. How do we arrive ata 

bonus for the man sweeping up rubbish? The objective of all 

wage incentives and all time studies should be the performance of 

any particular operation in the most efficient manner. Once this 

is allowed there is immediately set up a standard whereby all other R 
efforts may be judged, because in industry as in art there is one, 

and only one, perfect way of accomplishing a task. 


C. Clerical 

Executives generally have outgrown the theory that clerical 
labour cost is purely an expense. There is to-day an appreciation 
of the fact that the office organisation represents a service just 4s, 


Th 
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for example, the Tool Department represents a service, and money 
is expended with a similar object in view—the production of that 
which will directly assist the Company’s efforts to make profits, the 
final goal of all our activities in business. If this premise con- 
cerning office work is correct, and we must agree that it is, we 
must recognise the necessity for some standard of performance 
against which achievements varying rewards can be offered. 

There is a wide field of investigation open to the Cost Accountant 
desirous of applying his specialised knowledge to the problems of 
wage incentive plans relating to the clerical and administrative 
aspects of business, a field, it may be mentioned, not confined 
merely to what are termed manufacturing industries. 

Possibly a brief exaniple will suffice to illustrate the trend of 
thought. 

Two clerks are engaged in the handling of purchase accounts, 
including the collecting of the various documents to form com- 
pleted vouchers. A time study analysis is made of the operations 
involved, ¢.g., sorting, calculating, checking, stapling, etc., and it is 
found that by setting out a certain routine of operations, consider- 
able time is saved; moreover, the method of operation is now 
known to be identical in the case of both employees. From the 
data obtained a fairly accurate estimate of time required for the 
job can be made, and after the addition of a margin for fatigue, 
contingencies, etc., a time can be given as standard. Neither of 
the two clerks will work at the same speed, and a bonus in some 
form may be provided for the faster operator, while the time then 
saved can be applied to the assistance of the slower man. 

There are in existence numerous wage incentive plans for the 
rewarding of the diligence and aptitude of workers, but in a final 
analysis they may be classified under two main headings: 


1. Piecework. 
2. Bonus Systems. 


In division 1 we may consider those methods which are based, 
primarily, upon the payment to the operator of a price for each 
unit or group of units he may produce, the total of such payments 
constituting his wage for that period. Of course, under the 
Arbitration Laws in force in Australia, provision has to be made 
for the payment of a minimum weekly wage. 

Two marked disadvantages are evident in any system of piece- 
work, 

A. Inaccuracies in rate-setting may result in obviously wrong 

prices, and if these are not rectified, either employer or 
employee may be penalised, while if later attempts are 
made to revise piecework prices, disaffection within the 
organisation frequently arises. 
Subject to certain factory restrictions, it is possible for 
the fast operator to turn out sufficient units to provide him 
with a satisfactory return for the period, and then to slow 
down his production rate, or even to absent himself from 
work, with consequent increased overhead.costs and delays 
due to interrupted routing of work. 


The second method of payment, by which consideration is given 
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to time saved as well as output, may be applied to all industries 
but is particularly adaptable to engineering shops and to clerical 
work. Time does not permit of a detailed examination of the 
varied formulae in use, some of which, with their operation, 
would no doubt be repellent to the Australian workman, holding, 
as he does, such definite ideas as to what constitutes shop liberty, 
but mention may be made of : 


1. Halsey Weir scheme. 

2. Rowan scheme. 

3. Gantt task bonus method. 

4. Differential bonus systems. 

The two last methods are not used extensively in this country, 
and a description of the Rowan system will cover the Halsey Weir 
scheme. 

The basis of the plan is the formulation of an allotted time for 
a particular task, whether it be the production of a unit or the 
performance of a service, and the benefit of any time saved in the 
performance of the task is shared between the employer and the 
operator. In actual fact the bonus is fixed by adding to the ordinary 
day wages at hourly rates a percentage equal to the percentage by 
which the time allowed is reduced. The formula for bonus value 
to be paid may be given as :— 

Time Saved by Time Taken 
Time Allowed 

It will be seen that when an employee saves over 50% of 
allowed time on a particular job, his bonus rate decreases, but 
while the employer is thus safeguarded against any large errors in 
time-setting, the employee is not penalised, as under any well- 
arranged production routine continuity of work would be provided 
for, thus enabling the operator to proceed immediately to another 
potential bonus-yielding task. 

In several industries production control is facilitated by the 
organisation of operators into groups. 

The Rowan bonus system is admirably adapted for use under 
group operation, providing in addition to the features previously 
mentioned an incentive for each member of the group to co-operate 
with the other members of the group in united effort to earn a 
bonus. 

Successful applications of the Rowan system can be instanced 
also in the construction of switchboards, turbo-alternators, etc. 

A necessary prerequisite to the adoption of any wage incentive 
plan is the confidence of the employees in the management, and it 
is definitely good policy to submit to the operators a detailed 
explanation of the proposed plan, its application, and anticipated 
results, together with clear examples of its working, and oppor- 
tunity should be given for full, free discussion on any point. 

When confidence is obtained it should be maintained, and every 
care should be taken in the matter of rate-setting, necessary pro 
vision being made to ensure that the average worker can earn 2 
reasonable bonus. 

A frequent cause of trouble is the introduction of overseas 
standards irrespective of Australian conditions, so that irritation 
is caused with consequent loss of effort. 


by Hourly Rate. 
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Where a wage incentive plan is in operation prompt and 
accurate recording of results is imperative. Provision must be 
made for adequate staff to compile statistics and calculate bonus 
earnings promptly, though as an instance of what can be 
accomplished, one male junior clerk and one comptometer operator 
should be able to handle approximately eight hundred to one 
thousand bonus cards per week operating under the Rowan sys- 
tem. Payments of bonus earned should be made as soon after 
completion of job as possible, as nothing does more to irritate 
the goodwill of employees than delay in payment of rewards for 
increased effort. 

In conclusion, these brief notes on Wage Incentive Plans may 
be summarised :— 

Consideration—of proposed plan and method of operation. 

Co-operation—with employees in working of plan. 

Continuance — of effort to increase efficiency of staff and of 

plant, that both may share in the rewards due to 
honest and painstaking labour. 
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Are There Any Principles of Accounting? 
By A. A. FITZGERALD 


A principle, according to the Concise Oxford Dictionary, is “a 
fundamental truth as the basis for reasoning.” Are there any such 
truths in accounting, or is accounting merely a complex of rules, 
doctrines and conventions, resulting partly from legalistic concepts, 
taxation influence, economic theories and business convenience? 

What is the purpose of the balance-sheet ; does it, or should it, 
purport to be a statement of values; if so, of what value? Or is 
the balance-sheet merely a summary of the residium of ledger 
accounts after certain steps (closing entries) have been taken in 
order to determine profits? In other words, is the profit and loss 
statement the dominating purpose of accounting, and the balance- 
sheet merely a supplement to that end? 

Is there a fundamental and universally applicable principle of 
valuation, for accounting purpose, of all types of assets? Why 
are fixed assets usually valued at “cost, less depreciation,” and 
stocks on hand “at cost or market, whichever is the lower”? How 
do we reconcile the facts that it is proper to ignore fluctuation in 
the replacement cost of fixed assets, whilst it is a serious breach 
of accounting “principle” to ignore a downward movement in the 
replacement cost of stocks? 

These are the kinds of questions which accountants themselves, 
and all others interested in the products of accounting, are 
beginning to ask. And it is a very good thing for accounting 
that this soul-searching should go on. American and English 
accountancy journals have been replete for many years with dis- 
cussions of this nature, to which business men, economists, financial 
editors and lawyers have contributed freely. But only rarely 
have the practitioners of accounting set out to give expression 
to the purely accounting viewpoint on these matters which so 
directly concern accounting. Is it that we are all too busy 
practising accounting to give much thought to the basic theory 
upon which our practice is founded, or are we content to go on 
“playing by ear,” and to leave academic speculations about the 
science of accounting to whoever else is interested enough to 
pursue them? If that is so, it is surely a bad thing in the long run 
for accounting. Our ideas of correct accounting will be pulled 
hither and thither by the often conflicting ideas or interests of 
economists, tax-gatherers, lawyers and captains of industry, and 
accounting will become the slave rather than the help-meet of the 
other professions of business. Playing by ear is more likely to 
produce a jazz medley than a symphony. 

There is an evident tendency amongst some schools of thought 
in the accountancy profession to believe that the search for a 
logical foundation for accounting practices may be dangerous in 
its effects on the spirit in which accounting work is done. 
Accounting, it is sometimes said, is an art which requires in the 
highest degree the exercise of judgment and discretion. It is 
better to trust to the judgment of individual practitioners than to 
try to reduce accounting to a standardised routine. The argument 
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js thought to be particularly applicable to such accounting work as 
auditing and investigations. There is an element of truth in it. 
All accounting requires judgment; costing systems cannot be 
standardised, they must be fitted to the peculiar requirements of 
the individual business, auditing procedures should be conditioned 
by the organisation structure of a business, mechanised book- 
keeping systems usually require some greater or less modification 
to suit particular circumstances, and so on. Yet no one suggests 
that, because physicians must be men of judgment and discretion, 
it is therefore undesirable that the basic truths of medical science 
are dangerous. And a knowledge of the methods alone of account- 
ing is no better preparation for accounting practice than would be 
a knowledge of curative medicine alone as a preparation for a 
medical career. Many students of accounting—-and some prac- 
titioners—fail ever properly to understand accounting, because 
they have not been sufficiently interested in the reasons why certain 
procedures are followed. A blind acceptance of accounting con- 
ventions simply because they are time-honoured would be an 
almost fatal hindrance to improvement in accounting methods. 
Moreover, it would derogate from the status of accounting as a 
profession in the eyes of members of other professions who are 
accustomed to move with the times. There are principles of 
law; their discovery and enunciation has not prevented the develop- 
ment of case law, rather they have assisted it. In like manner, 
the discovery and enunciation of a complete philosophy of 
accounting, when it is discovered, will enable accountants to 
speak with authority which will demand greater respect than 
has so far been given to their individual and sometimes conflicting 
opinions. Room for the exercise of judgment will always remain 
as the hall mark of a competent accountant, but I cannot believe that 
a knowledge of principles based on logical thought about the 
objectives and methods of accounting generally can vitiate any 
man’s critical faculties. 

These reflections have been provoked by the reading of one of 
the most thoughtful books on accounting which I have yet seen. 
The book itself (S. Gilman: Accounting Concepts of Profit ; Ronald 
Press, New York), is inspired by the evident tendency in U.S.A. 
in recent years to search for an expression of accounting principles, 
and the history of that search is interesting. During 1932, 1933 
and 1934 the American Institute of Accountants, in co-operation 
with the New York Stock Exchange, developed a new form of 
audit certificate in which the expression was used that the balance- 
sheet and related statement of income and surplus “fairly present, 
im accordance with accepted principles of accounting consistently 
maintained by the Company during the year under review,” 
its position and the results of its operations during the year. Then 
the fun commenced, and the search for these principles which were 
to be consistently maintained became fast and furious. 

The American Institute published a list of five principles, the 
American Accounting Association,* a tentative statement of twenty 
principles, Professors Sanders, Hatfield and Moore a Statement of 
Accounting Principles, containing twenty-five principles, and text- 

*See The Accounting Review, June, 1936. 
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books and contributors to accountancy magazines several other 
lists of principles intended either to be complete or partial. 

Mr. Gilman has traced these various efforts and has carefully 
discriminated between what he calls doctrines, conventions, rules 
and principles. Conservatism, which has been raised to the status 
of a principle by some writers, he describes as a doctrine, con- 
sistency, disclosure and materiality also as doctrines, the entity 
theory and the division of the life time of a business into accounting 
periods as a convention. His conclusion is that there are no 
principles of accounting in the sense in which that term is applied 
in other sciences, and that “the frank admission that there are no 
principles of accounting will leave the accounting profession in the 
more defensible position of being guided by general doctrines, 
specific conventions, and various rules, practices, methods and 
standards derived from the relationship between accounting and 
other fields, which by the test of experience have been proved 
practical and acceptable.” 

But this does not mean that there is not discoverable a con- 
sistent and related body of doctrines, conventions and rules. The 
primary purpose of accounting, as Mr. Gilman sees it, is to 
determine “accounting profit,” which is something distinguishable 
from “those other concepts known variously as pure profits, 
taxable profits and distributable profits.” Emphasis has been 
transferred from the balance-sheet to the income statement, and 
balance-sheet values are simply those that result from the book 
entries necessary to determine and record accounting profit. The 
whole accounting mechanism is explained by the entity con- 
vention—originating from the Roman master-slave relationship— 
that the business (an artificial person analogous to the Roman 
slave) is accounting to its master for the funds entrusted to it 
and the results obtained from the investment. Both the original 
investment and the increase thereof, as a result either of additional 
investment or of growth through profit, represent liabilities of the 
slave to his master. From the master’s standpoint, it is necessary 
to distinguish between the investment and the profit thereon— 
that is, between capital and income. 

The convention of the accounting period produces the real 
accounting problem—the matching of realised income with related 
costs. This matching of income and cost involves certain estimates 
based partly on logical considerations and partly on expediency. 
In the process of making these estimates balance-sheet values 
appear. Assets other than cash represent deferred charges, and 
are classified by Mr. Gilman as— 

Deferred Charges to Cash—Bonds and accounts receivable. 

Deferred Charges to Future Income—Stocks, shares, property, 

plant and equipment, 

intangibles. 
The proper basis for the valuation of those assets which are classi- 
fied as Deferred Charges to Future Income is their unamortised 
cost; that is the balance of cost which remains after the used up 
portion of the expenditure has been “matched” with realised 
income, or in other words has been written off to profit and loss. 
Income is realised, in a trading business, at the point of sale. 
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This basis of valuation of assets is modified, in the case of Stocks 
on Hand, by the conflicting doctrine of conservatism. The rule 
of valuation of Stocks at cost or market, whichever is the lower, 
involves the recognition of losses before a sale is effected—a 
recognition which is logically inconsistent with the view that income 
is realised only on sale. The effect is a distortion of profit as 
between periods, which should not be overlooked, even though it 
may be justified by the dominant doctrine of conservatism. 

These brief, and I fear over-condensed, references to a book 
of 600-odd pages do less than justice to the significance of the book 
as a contribution to accounting theory. Mr. Gilman says that 
“accounting does not require an apologist even though it often 
requires an interpreter.” It is well that that point should have been 
made at a time when accounting practices are under fire from 
many quarters. And judging by this book, accounting could 
scarcely have a better interpreter than Mr. Gilman himself. 





Readers’ Questions and Replies 


StaFF CONTRIBUTIONS TO CHARITABLE FUNDS AND 
PRESENTATIONS 


A Victorian reader has sent us the following enquiry: 


“T should be glad if you could give me some information as 
to the manner in which collections for charitable funds and for 
presentations to employees at marriage or on leaving are handled 
in big businesses. 

“T am not concerned with the method of collection or with the 
book entries necessary to record the sums collected, but I wish 
to know whether the usual practice is to make weekly or other 
deductions from salaries or simply to collect from employees 
when the occasion arises, and also, in cases where deductions are 
made from salaries, how the consent of individual members of the 
staff is obtained. 

“Naturally, employees feel it somewhat if a number of presenta- 
tions are made within a short time of each other, and I am won- 
dering whether it might not make things easier if it were arranged 
for a small weekly deduction or collection to be made throughout 
the year, so as to provide for presentations and donations to 
charitable funds.” 

We shall be glad to hear from readers who can give the 
information desired. 





Binding of ‘‘ The Australian Accountant ”’ 


For the convenience of readers residing in New South Wales, 
arrangements have been made with Messrs. E. C. Chapman & 
Co., of Berman House, corner Commonwealth and Campbell 
Streets, Sydney, to bind volumes of The Australian Accountant, 
a in the usual green cloth, or in any other style of binding 
esired. 
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Legal Decisions of Interest to Accountants 
By J. A. L. Gunn 


DAMAGES FOR DISHONOUR OF CHEQUE 


The following are extracts from Halsbury’s Laws of England, 
2nd Ed. :— 

Vol. X; p. 110; par. 138—“In actions for breach of contract to sustain the 
credit of the plaintiff, substantial damages are recoverable in respect of the 
injury done to his reputation. Thus, in an action upon contract against 
a banker for refusing to pay a trader’s cheques, although he has moneys 
of the trader in his hand, damages may be given for injury to the trader's 
credit. It is not necessary to prove that any damage has in fact been 
suffered, and such damages may be of substantial amount.” 

Vol. I; p. 827; par. 1348—“If a banker without justification dishonour 
his customer’s cheque, he is liable to the customer in damages for injury to 
credit. But later cases tend to show that, save in the case of a business 
customer, proof of actual injury to credit is necessary to secure substantial 
damages.” 

It will be seen that there is an important difference between a 
trader and a non-trader in relation to damages recoverable for 
dishonour of a cheque. A trader may recover a substantial sum, 
without proof of special damage. This is an exception to the 
general rule relating to damages for breach of contract. A non- 
trader, on the other hand, is entitled only to nominal damages 
unless he alleges and can prove that actual injury has been sus- 
tained by him. 

In Gibbons v. Westminster Bank Ltd. [1939] 55 T.L.R. 888, 
a lady’s cheque for rent was dishonoured owing to the bank’s 
mistake. She brought an action against the bank but did not allege 
or prove special damage. She was awarded £50 by the jury, but 
the English High Court reduced this sum to £2 as representing 
nominal damages. 

The case in the next paragraph deals with damages recovered by 
a trader (a bookmaker) for dishonour of his cheque. 





DIsHONOUR OF CHEQUE THROUGH MISTAKE BY BANK IN 
KEEPING CUSTOMER’s ACCOUNT 


The plaintiff, a bookmaker, issued a cheque for £2/15/8, 
which, when presented to the bank, was dishonoured, being marked 
with the words “Not sufficient.” On the day before the issue 
of the above cheque, the plaintiff had sent the bank a stop order 
in respect of a previously drawn cheque for £7/15/9. If the 
bank had obeyed this stop order, there would have been in the 
plaintiff’s account more than sufficient to meet the dishonoured 
cheque. The bank, however, incorrectly debited the plaintiff's 
account with the amount of the stopped cheque, with the result 
that the balance shown in his account was insufficient to meet 
the cheque for £2/15/8. 

On an action for damages for libel, the bank contended that 
the occasion upon which the words were written was one of 
qualified privilege. It would appear that this defence to an action 
on a dishonoured cheque has not been taken in any previous case. 
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Now, to create a privileged occasion there must be shown to be 
a duty to make the communication, or that the occasion was a 
matter of common interest to the parties. The English High 
Court held that the bank could not, by making the mistake of think- 
ing that there were insufficient funds to meet the cheque, create 
on its own part a duty to make a communication the necessity 
for which had never arisen. Similarly, the bank was not making 
a communication on a matter of common interest both to the bank 
and to the payee of the cheque, because, except for its mistake, 
there was no matter of common interest connected with the 
cheque which called for a communication. 

The defence of qualified privilege, therefore, failed and the 
plaintiff was awarded £250 by way of damages. Davidson v. 
Barclay’s Bank Ltd. [1940] 1 All E.R. 316. 





RECONSTRUCTION OF COMPANIES 


In re T. H. Downing & Co. Ltd. [1940] 1 All E.R. 333, the 
English Court of Appeal has held that a scheme of arrangement 
and reconstruction of a company must be construed as not having 
altered or taken away existing rights of shareholders inter se unless 
the language of the scheme and of the new articles of association 
giving effect to it is such as to compel that interpretation. In 
other words, it is not necessary to find in the language of the 
scheme some recognition of existing rights. The Court of Appeal 
has held, on the contrary, that the language of the scheme must 
be such as to compel the Court to come to the conclusion that 
such rights are taken away. 





A CAsE ON CARMINATIVES 


The plaintiffs were the registered proprietors of the trade mark 
“bisurated” in respect of certain chemical preparations. The 
defendants were manufacturing and retail chemists who, in the 
course of their business, issued advertising circulars the left hand 
columns of which contained the words “bisurated magnesia” 
followed by an enumeration of its ingredients, while the right 
hand columns contained an enumeration of the ingredients of 
the defendants’ own preparation. There followed in each column 
the price of the respective preparations, the price of the defendants’ 
preparation being considerably lower than that of the plaintiffs’ 
“bisurated magnesia” preparation. The obvious implication was 
that, although the ingredients were exactly the same, the plaintiffs’ 
preparation was less advantageous to prospective customers. On 
these facts, the plaintiffs alleged infringement of their trade 
mark “bisurated,” and contended that the defendants had, con- 
trary to the English Trade Marks Act, 1938, S. 4, used their 
trade mark in relation to the plaintiffs’ goods, and that such 
use was “use as a trade mark,” or, failing that, use as “importing 
a reference to” the plaintiffs’ goods. There was a further allega- 
tion of passing off the plaintiffs’ goods by using the word “Bismag,” 
which was the name of the plaintiff company. This allegation was 
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not disputed. Held by the English High Court that as the defend- 
ants had used the plaintiffs’ trade mark in relation to the plaintiffs’ 
own goods, there was no infringement under either head of the 
Trade Marks Act, 1938, S. 4 (1) (a) (b). Bismag Limited v, 
Amblins (Chemists), Ltd. [1940] 1 All E.R. 156. 





NuIsANce Causep BY NEIGHBOUR’S TREES 


The plaintiffs, Butler and McCarthy, were the owners of two 
houses adjacent to land in the occupation of the defendant com- 
pany. In 1930 the defendant planted a number of poplar trees 
at a distance of from ten to thirteen feet from these houses. In 
1934, a serious settlement occurred in McCarthy’s house from, 
at the time, some unascertained cause. It was attempted to 
remedy the difficulty by underpinning, which for a time appeared 
effective. In 1937, settlements occurred in the houses of both 
Butler and McCarthy, and the buildings threatened to collapse. 
The owners of the houses claimed damages for trespass and 
nuisance, contending that the damage was the result of the 
spreading of the roots of the trees, which caused the sub-soil to 
lose moisture, and that the foundations were damaged by the 
roots. The company contended that the facts, if proved, showed 
no cause of action since the planting of the trees was a natural 
use of the land. Held by the English High Court that the action 
was well-founded in law, and the plaintiff was entitled to recover 
damages. Judgment was given for each plaintiff for £225 damages 
and costs. Butler and McCarthy v. Standard Telephones and 
Cables Ltd. [1940] 1 All E.R. 121. 

The above is the first English decision on nuisance caused by 
the spreading of roots beyond the boundary of the owner’s land. 
It should be noted that the neighbour also has the remedy of abating 
the nuisance, i.e., by cutting the roots. 





Hire PurRCHASE TRANSACTIONS 


In H.C. & J. C. Ouston v. G. Scammell & Nephew Ltd. {1940} 
1 All E.R. 59, the plaintiffs entered into negotiations with the 
defendants to acquire from the latter a motor lorry, giving an old 
lorry in part exchange therefor. The parties were agreed as to 
the new lorry to be supplied, its price, the rebate in respect of the 
old lorry, and further, that the matter was to be concluded on 
hire-purchase terms; but the precise terms of the hire-purchase 
agreement were not settled. The defendants subsequently re- 
pudiated the transaction on the grounds (i) that there never was 
any concluded agreement at all between the parties, because the 
terms of the proposed hire-purchase agreement had not been 
settled, and (ii) if there was an agreement, it was unenforceable 
under the English Sale of Goods Act, 1893, S. 4:—Held by the 
English Court of Appeal :— 


(i) there was a concluded agreement. The fact that the actual 
terms of the hire-purchase had not been settled was irrele- 
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vant, and did not affect the main contract between the 
parties, which was that the defendants should put the 
plaintiffs in possession of the lorry, the plaintiffs dis- 
charging the payment therefor by one of the methods com- 
monly known to business men as “hire-purchase.” 

(ii) the agreement was not a contract of sale. 


In this connexion, MacKinnon, L.J., said at p. 66:—“On the 
second defence, under the re-enacted provision from the old 
Statute of Frauds—that statute which has enabled more frauds to 
be committed than it has ever prevented—there is even less to be 
said for the defendants than on the first defence, for the simple 
reason that, in my view, this is not a contract for the sale of goods 
at all.” 


A WIN FoR WaATSON—AND Not So ELEMENTARY 


The plaintiff had his hair dyed by the first defendant at her 
hairdressing establishment with a product which was manufactured 
by the third defendants, and distributed by the second defendants. 
The product used consisted of the dye proper and a fixative lotion. 
The latter was intended to contain a 4 per cent. solution of acid, 
to be diluted to a 2 per cent. solution before it was applied to 
the head. The distributors advertised the product as absolutely 
safe and harmless, and as positively needing no preliminary test 
before use. The hairdresser showed these advertisements to the 
plaintiff, and told him that she had not put the product to any 
test and had had no experience of it in action. The plaintiff, upon 
whom no preliminary test was made, decided to try it, and the 
hairdresser, without negligence, applied it to his head strictly in 
accordance with the distributors’ directions as to diluting the 
lotion and otherwise. In fact, it was found that the lotion used 
was a 10 per cent. solution instead of a 4 per cent. solution, and 
as a result the plaintiff contracted dermatitis. The solution had 
not been examined by the distributors before they passed it on to 
the first defendant. The distributors had in the course of their 
negotiations with the manufacturers, been informed that the 
solution should not be more than a 4 per cent. solution but took 
no precautions to make strict conformity with this requirement a 
term of their contract with the manufacturers, nor did they at any 
time test the solution supplied. The plaintiff claimed damages 
against the hairdresser in contract, and against the distributors in 
tort, for negligence. The manufacturers, who had gone into 
liquidation, did not appear, and the claim was not prosecuted 
against them. It was contended, on behalf of the hairdresser, 
that she had negatived any implied warranty that the product was 
safe, and on behalf of the distributors, that, even if carelessness 
were proved against them, they were under no liability to the 
plaintiff as they were never in direct relationship with him :— 

Held: (i) the hairdresser was liable in contract, as, by using 
the product, she had impliedly warranted that it was a merchantable 
hair dye. 

(ii) the second defendants were liable, as, on the facts, they 
were found to be negligent, and by their advertisements they had 
intentionally excluded interference with, or examination of, the 
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atticle by the consumer, and hence had brought themselves into 
direct relationship with him. 

(iii) the product was itself a dangerous one, even if only the 
proper percentage (4 per cent.) of acid had been present, and 
hence an unusual standard of care was required, and the dis- 
tributors, on this further ground, owed a duty to take care towards 
the plaintiff, and were in breach of that duty. Watson v. Buckley, 
Osborne, Garrett & Co. Ltd., and Wyrovoys Products, Ltd. 
[1940] 1 All E.R. 174. 


Forecasting Office and General Expense 
By R. A. HICKIN, A.1.C.A. 


The office is the section of the business which is usually called 
upon more often than others to “show cause”; the blame for this 
is to be shared by the conservative accounting element and the 
impatient, and often ill-informed, managers who have no eyes 
for anything but turnover; and we have, unfortunately, both 
classes still with us. 

By “conservative accounting element” is meant those sticklers 
for tradition who believe it is the accountant’s first and only duty 
to furnish management with regular reports, say, annually or half- 
yearly, showing what has happened in the past. They form a 
sort of archaeological brotherhood, concerned only with museum 
specimens, with no time or interest for the present or the future, 
mumbling their abracadabra of debit and credit in the deaf ears 
of disillusioned general managers. No wonder the practical busi- 
ness man, in many instances, is hostile when this is all his office 
has to offer him! 

The first and by far the most culpable class, therefore, are 
those representatives of the profession who have not wakened up 
to the possibilities of accounting for managerial control. In the 
writer’s opinion, historic accounting, while necessary, is only the 
secondary function of the accounts department of a progressive 
concern. Its primary duty is to use the experience gained in the 
past, together with the knowledge of the personnel, for the advance- 
ment of the business; in other words, its function is constructive 
rather than simply reminiscent. And what is true of the accounting 
section applies equally to the entire office organisation. If the 
office personnel and routine are directed towards furnishing timely 
and provocative information for the guidance of executives 
and departmental heads, and are not satisfied simply to record 
what has already passed and is beyond recall, there is real hope 
that, in time, the prejudice held by many business men against 
office expenditure will be overcome. 

The adoption of the practice of budgeting will do much to bring 
this to pass. 

The first requirement is a careful plan of the office and 
administrative organisation, showing the various sectional heads, 
their responsibilities and staffs, and the expenses for which they 
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are responsible. Beside this will be placed an exhaustive list of 
duties carried out by the various members of the clerical staff. 
Such a list is often a revelation, especially in relation to the time 
taken for various kinds of work. There is room for time and 
motion study in office practice as well as in the workship and 
factory; but if this is to be attempted, provision of some kind 
must be made to take care of the many interruptions that are 
inseparable from office work. It may be possible to appoint some 
member of the staff to attend to all enquiries from executives 
and others desiring information, and thus allow the routine work 
to proceed undisturbed. The most puzzling result of any time 
study of a routine clerical job is the considerable balance of the 
employee’s time that is left after accounting for the maximum 
number of hours spent on the work itself. For instance, the 
routine work of entering sales invoices in a journal, and dissecting 
them into quantities and values of each line sold, is done, we will 
assume, at the rate of about one entry per minute. Given 2,000 
entries each month, or a total expenditure in time of about 
thirty-three hours, and allowing a further five hours for the 
addition work, approximately one week of each month is accounted 
for. Possibly this employee’s entire duties comprise the Sales 
Journal entries, so that three weeks of every month have to be 
explained in some way. The answer, in most cases, is that 
interruptions, enquiries, filing invoices, etc., take up the extra 
time. This is most unsatisfactory from the point of view of the 
budget officer. It is in facts, not theories, that he is interested. 
By far the best plan is to provide that such enquiries be attended 
to by a member of the staff who can be set aside for that specific 
purpose, leaving the others free to concentrate upon the routine 
work. A moment’s consideration will suggest other advantages 
that would accrue from such an arrangement, but the larger 
question of staff organisation generally is beside the scope of the 
present article. 

Fig. 1 shows an Executive Chart, setting out the duties and 
responsibilities of all sectional office heads under the general 
manager. It would be of no practical value to illustrate also 
the list of staff, showing hypothetical duties for each worker, as 
the field is such a wide one. Let it be emphasised, however, that 
such a list should be compiled, and should be used, with modifica- 
tions, as the basis of the budget of office and general expense. 

An important section of the list of staff would show the sex, 
age, rate of salary, special qualifications (if any), length of service, 
experience in other departments or other businesses, and any 
other relevant information. This portion of the list would be sub- 
jected to a very close scrutiny by the budget officer and the office 
manager, with the object of deciding whether the several workers 
are suitably employed, in view of their ability and experience, 
and the rates of pay for each in the budget year. Increments 
should be based on award or some fixed system which is thoroughly 
understood by the whole staff, to ensure that there is no 
favouritism, and that due incentives are provided. A by-product 
of careful budgeting is, very often, a general increase in efficiency, 
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Fic. 1.—Showing the division of responsibility in an office of average size, 

and the expenses for which each sectional head is responsible. Note that in 

many concerns the office manager will be identical with either the Secretary 

or the Accountant; similarly, in others the offices of Secretary and 
Accountant may be combined. 


and the elimination of overlapping and consequent friction, result- 
ing in a definite reduction in expense of staff, and in operating 
routine. In no section of the business is this more probable than 
in the office, where it is so easy to keep on doing work for which 
the necessity has disappeared, or of doing a job in a cumbersome, 
unintelligent way. Hence the value of the most painstaking 
enquiry into staff duties and relevant organisation. 

There are certain items of office and general expense for which 
the only criterion is past figures, modified in view of proposed 
expansion or otherwise. In this category fall postage, telephone 
and telegraph, and certain expenses which normally find their way 
into a General Office Expense account. Staff refreshments, 
laundry expense, cleaning, and small miscellaneous purchases are 
all examples of the latter class of expense. Legal expense is often 
best provided for by an arbitrary allocation, after averaging the 
actual expense over the past three or four years, and bearing in 
mind any likely occasions during the budget year when the 
services of a solicitor are expected to be required; as, for example, 
renewals of leases, etc. Auditing is best based on past figures, 
and should be very close to the actual expense by reason of the 
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ease of estimating ; the manager’s salary and commissions( if any) 
will require little calculation, and his travelling expense and 
entertainment outlay will depend upon the policy of the company. 
With regard to insurances, care will need to be taken to see that 
every necessary cover, including public risk, loss of profits, etc., 
is provided for in the estimates, and for this purpose a close 
examination of the premiums paid for the preceding twelve months 
will be a reliable guide as to the total outlay. 

There are other items of expense normally included in the 
office and general expense groups, which demand fuller enquiry 
to obtain figures upon which the budget estimates may be based. 
These are, inter alia :— 

Printing. 

Stationery and Supplies. 

Office Rent. 

Depreciation, Furniture and Fixtures. 
Depreciation Machines. 

Miscellaneous Office Expense. 
Miscellaneous General Expense. 
Donations, Subscriptions and Memberships. 


Normally, there are three officers responsible for printing 
supplies. ‘These are the sectional heads in charge of Accounting, 
Statistics, and Orders. For each of these departments special and, 
in some cases, elaborate forms are required from time to time, 
and no one is better able to plan and purchase these than the 
sectional heads concerned. Consequently, in budgeting for print- 
ing, these three officers should be consulted for an estimate of 
their requirements for the budget year. Usually, small purchases 
of stock lines of stationery will be under the general supervision 
of the office manager, who may be the Accountant or Secretary, 
or some person who is not burdened with departmental duties, 
but simply exercises oversight of the office in its several units or 
divisions. These small items are notoriously hard to estimate: 
usually the best plan with anything of this nature is to make an 
analysis of the present or previous year’s expenses to ascertain 
whether there has been unnecessary spending, and then to base 
the estimate on these actual figures, after allowing for any con- 
templated increases in staff or business. As a safeguard, it should 
be the rule that nothing of this nature is to be purchased without 
the prior approval of the office manager or some other officer, who 
will then be responsible for the expense. 

Office rent and Depreciation of Furniture and Fixtures are 
based on lease and asset value respectively, and present no special 
problems for the budget officer, except that in the latter case he 
will need to ascertain whether any items will need to be replaced 
during the budget year, in which case provision will have to be made 
lor any expense in connection with the present book values of the 
assets concerned. 

Miscellaneous Office, and, to a less degree, Miscellaneous 
General Expense includes a multitude of small items which it is 
impossible to keep track of economically. A thorough analysis of 
the accounts could not be justified unless there happened to be a 
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suspicion that the expenses were too high; normally, however, 
the remarks made above, in connection with stationery supplies, 
apply equally to this latter expense: an arbitrary estimate should 
be made on the actual figures obtained from the ledgers, keeping 
in mind any proposed expansion or reduction of either personnel 
or turnover. 
Donations, Subscriptions and Memberships include two classes 
of expense, viz. :— 
(a) Those which are allowable deductions for Income Tax. 
(b) Those which are not so allowable. 


The first class comprises obligatory expenses which can be 
ascertained from the accounts, while the extent of the latter js 
determined by the policy of the company, and is best covered by a 
round-sum appropriation based on experience over the past two or 
three years. 

The item “Depreciation of Machines” has been left until last 
because its importance warrants special treatment. The mere 
necessity for the provision opens up the enquiry as to whether 
the routine of the office is adequately mechanised in line with 
current every-day practice. A convenient time to consider this 
is when the annual budget is being prepared. 

Is the spirit of the office a legacy of the nineteenth century, or 
does it reflect the progressive attitude of the twentieth? Is its 
routine immersed in the past, or ever-gleaning from the living 
experience of the present? These are searching questions, and it 
must be admitted that in many cases such an enquiry would show 
that antiquated methods were in use, causing a constant waste 
of time and money, as well as handicapping the business because 
of the drudgery associated with the routine work, and the impos- 
sibility of preparing statements for manageria! control when so 
much time needs to be taken up with making entries. 

The general principle ought to be that every routine job should 
be mechanised, where the volume of similar entries warrants it. 

Furthermore, the question ought to be asked every year, not 
once only. Methods are changing, inventions are multiplying, 
“junior” machines are finding an increasing market, reducing the 
cost of mechanisation, and placing it within the means of the 
small business. It may be that what was impracticable last year 
can be achieved now at a lower cost because of the advances being 
made in equipment and the uses to which it may be put. Budgeting 
provides an excellent opportunity for a periodical appraisal of the 
aids employed in the office, and most people will recognise and 
admit the value of such a regular examination of the acounting 
and statistical system. 

The modern tendency is towards mechanisation, and this can 
only be because machines in use have proved the claims made for 
them. It must, however, be recognised, that every type of business 
does not lend itself easily to mechanisation: machines in common 
use do not offer ready adaptability to every system of records, 
consequently the enthusiastic selling-talk of the salesmen should be 
regarded with suspicion until the value of the machine in question 
makes itself apparent. But it must be recognised that, for straight- 
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forward routine entry work, where there is frequent repetition, 
there are machines available that can do the work faster and 
much more legibly and efficiently than it can be done by hand. 
There is also the further point to be considered, that the intro- 
duction of a mechanical system will very often help to discover 
new ways and means of providing management with information 
that is of great value if presented promptly. 

There are adding machines that may be had for as little as 
£50; simple ledger-posting units that can confidently be used 
for statement work, and cost no more than £200; billing machines 
for £150, capable of being applied to many different uses, and 
therefore worthy of consideration by the small business; and per- 
haps less known but certainly more revolutionary than all its 
competitors, the punched card system. The basis of this system 
is a small card, which may be had with a suitable number of 
columns; by means of an inexpensive hand-punch, the card can 
be used to record transactions such as sales, purchases, stock 
inwards and outwards, even ledger work, as well as statistics of 
all kinds. This is not the place to enter upon a detailed examina- 
tion and discussion of the punched-card method of recording and 
extracting accounting and statistical information, but it is a 
system which all who are contemplating mechanisation would do 
well to investigate for themselves. 

The task of budgeting for office and general administrative 
expense depends for its success, first, upon the adequacy of the 
records of past expense, and a thorough analysis and scrutiny of 
all relevant accounts; and, when this has been done, a careful 
calculation, item by item, of the sums to be included in the budget. 
In his survey of the office organisation, the budget officer will have 
discovered where efficiency is at its lowest, and means of rectifying 
any such weaknesses will have been considered. The finished 
budget will represent the expenses of the relevant sections of the 
business as they will be incurred throughout the year if the office 
is run as efficiently as it should be, and all other things are equal. 

The final step is to co-ordinate the results of the several 
enquiries made, to collate the figures arrived at in each independent 
estimate, and to present the result in summary form. Usually 
the office and administrative expense budgets will consist of a 
simple list of the items, supported by detailed schedules showing 
how each item was arrived at, in order to provide working rules 
for the budget period, and standards by which actual expenses can 
be measured. 
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Procedure in Bankruptcy 
By A. B. SAMUELSON, LL.B. 


(A lecture delivered to the Commonwealth Institute Students 
Society, New South Wales Division) 


My talk to-night is on the Procedure in a Bankruptcy, not 
the Principles or Law of Bankruptcy. I shall have to touch 
on some of the law, but I will keep, so far as I can, to how a 
man is made bankrupt, what happens while he is bankrupt, and 
how he gets out of it. 


The Fundamental Principles of the Act 

First, I desire to mention one or two of the fundamental prin- 
ciples of our present Act, as it will often be your duty in practice 
to advise a man to sequestrate his estate or enter into some 
scheme or deed under Parts XI or XII. Mr. Parsons has quite 
recently talked to you on those parts of the Act, so my remarks 
will therefore be directed to bankruptcy alone, although the 
principles of all parts of the Act are constant. I want you 
always to remember that the object of the Act is not merely 
to protect creditors but also to relieve innocent debtors. 

The first Bankruptcy Act in England was passed in 1542, 
entitled “An Act against such persons as do make Bankrupt.” 
There is no preamble to the Act, but the opening words are: 

Whereas divers and sundry persons craftily obtaining with their hands 
great substance of other men’s goods, do suddenly flee to parts unknown, 
or keep their houses, not minding to pay or restore to any of their creditors, 
their debts and duties, but at their own wills and pleasures consume the 
substance obtained by credit from other men for their own pleasure and 
delicate living, against all reason, equity and good conscience. 

Until the passing of this Act, the remedies of a creditor were 
execution against the person or the goods of the creditor—first 
come, first served and the devil take the hindmost! For the first 
time we find an Act endeavouring to see that all creditors are 
treated alike, for that Act empowered the Lords Commissioners 
to take by their wisdoms and discretions as well as with the bodies oi 
such offenders . . . as also with their lands . . . and also goods . . . and 
to order the same for true satisfaction and payment of the said creditors, 
that is to say, to every of the said creditors a portion, rate and rate alike, 
according to the quality of their debts . 

I have quoted these paragraphs because in that Act we find the 
genesis of that Act of Bankruptcy set out in Sec. 52 which is 
so often misunderstood— 

“(d) If with intent to defeat or delay his creditors he departs 
or remains out of Australia, or out of a State, or departs 
from his dwelling-house or usual place of business, oF 
otherwise absents himself, or begins to keep house”. 

That is the origin of it away back in 1542. You will also 
find in that original Act—400 years old—provision made fot 
the priority of debts as we have in Sec. 84 of the present Act, 
the distribution of “a portion according to the quality of their 
debts,” of the examination now provided for by Sec. 80 and o! 
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the offences mentioned in Secs. 210 and 212. From that begin- 
ning has developed the mass of learning which, in your studies, 
you have, no doubt, acquired, but do not lose sight of the fact— 
as | mentioned before—that bankruptcy has two objects— 


(1) to protect creditors 
(2) to protect debtors, 


ie. debtors who have not been guilty of fraud or misconduct. 
I stress this second object because it will be your duty to advise, 
not only in the interests of creditors, because a man is insolvent, 
but in the interests of the debtor himseli—the Act was passed, 
inter alia, to relieve an “innocent debtor.” There are dozens of 
cases where insolvency has been quite innocent. A few years 
ago ladies stopped using hairpins with the result that manufac- 
turers of hairpins found their business gone. They found them- 
selves with big liabilities and no liquid assets. That is a typical 
example of innocent bankruptcy. 


Acts of Bankruptcy 


Now, before a sequestration order can be made, certain events 
must have taken place, events which are set out in Sec. 52 of 
the Bankruptcy Act of 1924-1933 and are known as Acts of 
Bankruptcy. 

This Section reads: 


52. A debtor commits an act of bankruptcy in each of the following 

cases : 

(a) If in Australia or elsewhere he makes a conveyance or assignment 
of his property to trustees for the benefit of his creditors generally. 

(b) If in Australia or elsewhere he makes a fraudulent conveyance, 
gift, delivery or transfer of his property, or any part thereof. 

(c) If in Australia or elsewhere he makes any conveyance or transfer 
of his property or any part thereof, or creates any charge thereon 
which would, under this or any other Act, be void as a preference 
or a fraudulent preference if he became bankrupt. 

(d) If with intent to defeat or delay his creditors he departs or 
remains out of Australia, or out of a State, or departs from his 
dwelling house or usual place of business, or otherwise absents 
himself, or begins to keep house. 

(e) If execution against him has been levied by seizure of his goods 
under process in an action in any Court, or in any civil proceeding 
in any Court, and the goods have been either sold or held by the 
sheriff for seven days or if any such execution has been issued 
against him and has been returned unsatisfied. 

Provided that, where an interpleader has been taken out in regard 

to the goods, the time elapsing between the date on which the 
summons is taken out and the date on which the proceedings on 
such summons are finally disposed of, settled or abandoned, shall 
not be taken into account in calculating the period of seven days. 
If he has been adjudged or declared bankrupt or insolvent by any 
Court in the King’s Dominions out of the Commonwealth having 
jurisdiction in bankruptcy or insolvency, in which case it shall not 
be necessary to produce any other evidence of the act of bankruptcy 
than a duly certified copy, under the seal of the Court, of the order 
of adjudication by which the debtor was declared or adjudged 
bankrupt or insolvent. 

(g) If, at any meeting of creditors, he consents to present a petition 
under this part of the Act for the sequestration of his estate, and he 
does not, within forty-eight hours from the date of his consent, 
present the petition. 
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(h) If, at any meeting of creditors, he admits that he is in insolvent 

circumstances and is requested by a resolution of a majority of 
the creditors present at the meeting to surrender his estate for 
administration in accordance with this Act, and he refuses so to 
surrender his estate. 
If he files in the Court a declaration of his inability to pay his 
debts, or presents a bankruptcy petition against himself. 
If a creditor has obtained a final judgment or final order against 
him for any amount and execution thereon not having been stayed, 
has served on him in Australia or, by leave of the Court, elsewhere, 
a bankruptcy notice under this Act, and the debtor does not, within 
seven days or such time as is prescribed after service of the notice 
in Australia, or within the time limited in that behalf by the order 
giving leave to effect the service elsewhere, either comply with the 
requirements of the notice, or satisfy the Court that he has a 
counter claim, set-off, or cross demand which equals or exceeds 
the amount of the judgment debt, and which he could not set up in 
the action or proceeding in which the judgment or order was 
obtained. 

Any person who is for the time being entitled to enforce a final 
judgment or final order for the payment of money shall be deemed 
a creditor who has obtained a final judgment within the meaning 
of this paragraph, and a final judgment or order against a married 
woman shall be deemed to be a final judgment or order within the 
meaning of this paragraph, notwithstanding the fact that no execu- 
tion can issue at law on the judgment or order. 

(k) If he gives notice to any of his creditors that he has suspended, 
or that he is about to suspend payment of his debts. . 

(1) If, at a meeting of creditors under Part XI of this Act or some 
adjournment thereof, a resolution accepting a proposal for a com- 
position or scheme, or for the execution by the debtor of a deed 
of assignment, or a resolution by a majority in value of the creditors 
present personally, by attorney, or by proxy that the meeting shall 
not be deemed an act of bankruptcy, be not duly passed, or if the 
debtor does not execute a deed of assignment pursuant to a resolu- 
tion therefor within seven days after the passing of the resolution, 
or if a resolution accepting a proposal for a composition or scheme 
be not duly confirmed in accordance with Section 161 of this Act, or 
if the composition or scheme be rejected or annulled in pursuance 
of that Section, or if a deed of assignment is declared void in pur- 
suance of Section 176 of this Act. 

An act of bankruptcy mentioned in this paragraph shall be deemed 
to have been committed by the debtor on the day of the first meeting 
of creditors and also, where the composition or scheme has been 
rejected or annulled or the deed has been declared void, on the 
date of the making of the order of rejection or annulment, or the 
declaration, as the case may be, provided— 

(i) that, except where the composition or scheme has been rejected 
or annulled or the deed has been declared void, a petition for 
sequestration is presented against the debtor within two months 
after the date of the first meeting of creditors, and 

(ii) that, where the composition or scheme has been rejected or 
annulled, a sequestration order is made against the debtor 
within seven days after the date of the order or rejection or 
annulment, and 

(iii) that, where the deed has been declared void, a sequestration 
order is made against the debtor within fourteen days after 
the date of the declaration. 


I am not going into details of these acts to-night; our subject 
is Practice, not Principles. Suffice it to say that the petitioning 
creditor must satisfy the Court that one of these events has taken 
place. In practice the most common of these events is not 
compliance with a bankruptcy notice—see Sec. 52 (j). 
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Section 53 provides that— 


53. A bankruptcy notice under this Act shall be in the prescribed form, 
and shall require the debtor to pay the judgment debt or sum ordered to 
be paid in accordance with the terms of the judgment or order, or to secure 
or compound for it to the satisfaction of the creditor or the Court, and 
shall state the consequences of non-compliance therewith, and shall be 
served in the prescribed manner. 

Provided that a bankruptcy notice— 

(i) may specify an agent to act on behalf of the creditor in respect of 
any payment or other thing required by the notice to be made to, 
or done to the satisfaction of, the creditor, 

(ii) shall not be invalidated by reason only that the sum specified in the 
notice as the amount due exceeds the amount actually due, unless 
the debtor within the time allowed for payment gives notice to the 
creditor that he disputes the validity of the notice on the ground of 
misstatement, but if the debtor does not give such notice, he shall 
be deemed to have complied with the bankruptcy notice if within 
the time allowed he takes such steps as would have constituted 
a compliance with the notice had the actual amount due been 
correctly specified therein. 


Perhaps you have wondered why, in that Section, it says he 
shall pay the judgment debt “in accordance with the terms of 
the judgment or order” and does not just say “have not paid the 
judgment creditor”? One reason is that some judgments provide 
that the amount of the judgment debt shall be paid to the 
creditor, but, on the other hand, in the N.S.W. District Courts 
(having jurisdiction in claims up to £400) every judgment pro- 
vides that the amount of the judgment debt must be paid into 
Court. 

Rules 144 to 149 provide that— 


144. A bankruptcy notice issued by the Court shall be in accordance 
with Form 5. 

145. (1) A creditor, desiring a bankruptcy notice to be issued shall 
produce to the Registrar an office copy of the judgment on which 
the notice is founded and file the notice, together with a request 
for issue, which shall be in accordance with Form 4. 

(2) The creditor shall at the same time lodge with the Registrar two 
copies of the bankruptcy notice to be sealed and issued for service. 
146. (1) Every bankruptcy notice shall be endorsed with the name and 
place of business of the solicitor actually sending out the notice, or 
if no solicitor is employed, with a memorandum that it is sued out 

by the creditor in person. 

(2) There shall also be endorsed on every bankruptcy notice an 
intimation to the debtor that if he has a counter-claim, set-off, or 
cross demand which equals or exceeds the amount of the judgment 
debt, and which he could not have set up in the action in which 
the judgment was obtained, he must within the time specified in 
the notice file an affidavit to that effect with the Registrar. 

(3) In the case of a notice served in a city in which the Court issuing 
the notice is situated, the time shall be three days. 

(4) In the case of a notice served elsewhere, the Court, when issuing 
the notice, shall fix the time. 

147. (1) The filing of the affidavit referred to in sub-rule (2) of the 
last preceding rule shall operate as an application to set aside 
the bankruptcy notice, and thereupon the Registrar shall fix a day 
for hearing the application, and not less than three days before the 
day so fixed shall give notice thereof to the debtor and the creditor, 
and their respective solicitors, if known. 

(2) If the application cannot be heard until after the expiration of the 
time specified in the notice as the day on which the act of bankruptcy 
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will be complete, the Registrar shall extend the time, and no act 
of bankruptcy shall be deemed to have been committed under the 
notice until the application has been heard and determined. 
148. Subject to the power of the Court to extend the time, a bankruptcy 
notice shall be served within one month after the issue thereof. 
149. A bankruptcy notice shall be served, and service thereof shall be 
proved in the like manner as is by these Rules prescribed for the service 
of a creditor’s petition. 


I have brought with me for your inspection a bankruptcy 
notice and other documents relating to bankruptcy proceedings, 
some of which relate to current matters. 

Here is a form of application (Form 4). The creditor makes 
an affidavit that the money is still owing under the judgment 
and has not been paid. He also sets out that the debtor is 
domiciled in Australia, domicile or residence of the debtor in 
Australia is a sine qua non; see Section 55 (1) (d) later. 

Sections 54 and 55 provide: 


54. (1) Subject to the provisions hereinafter specified, if a debtor 
commits an act of bankruptcy the Court may, on a_ bankruptcy 
petition being presented, either by a creditor or by the debtor, make 
an order, in this Act called a sequestration order. 

(2) When a sequestration order has been made, the debtor thereby 
becomes a bankrupt, and continues a bankrupt until an order of 
discharge has been issued to him or the sequestration order has been 
annulled. 

55. (1) A creditor shall not be entitled to present a petition against a 
debtor unless— 

(a) the debt owing by the debtor to him or, if two or more creditors 
join in the petition, the aggregate of the debts owing to the 
several petitioning creditors amounts to £50; and 

(b) the debt is a liquidated sum, payable either immediately or 
at some certain future time, 

(c) the act of bankruptcy on which the petition is grounded has 
occurred within six months before the presentation of the 
petition, and 

(d) the debtor is domiciled in Australia, or, within a year before 
the date of the presentation of the petition, has ordinarily resided 
or had a dwelling house or place of business in Australia, or 
has carried on business in Australia, personally or by means 
of an agent or manager, or is or within the said period has 
been a member of a firm or partnership which has carried on 
business in Australia by means of a partner or partners, or an 
agent or manager. 

Where a deed of arrangement or a deed of assignment has been 
executed, a creditor shall not be entitled to present a bankruptcy 
petition founded on the execution of the deed, or on any other act 
committed by the debtor in the course or for the purpose of the 
proceedings preliminary to the execution of the deed, in cases where 
he is prohibited from so doing by the provisions of Part XI or 
Part XII of this Act. 

(2) If the petitioning creditor is a secured creditor, he must, in his 
petition— 

(a) state that he is willing to give up his security for the benefit of 
the creditors in the event of a sequestration order being made 
against the debtor, or, 

(b) give an estimate of the value of his security, in which case he 
may be admitted as a petitioning creditor to the extent of the 
balance of the debt due to him, after deducting the value so 
estimated, in the same manner as if he were an_ unsecured 
creditor. 
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(3) If the petitioning creditor is a secured creditor he shall, upon 
application being made by the trustee or official receiver within the 
prescribed time after the making of a sequestration order, and upon 
payment of the estimated value stated in his petition, give up this 
security to the trustee or official receiver for the benefit of the 
creditors. 


Now, let us read rules 156 to 165: 


156. Every creditor’s petition shall state the date of the act of bankruptcy 
and shall be verified by affidavit. When it is presented there shali 
be lodged with it two or more copies to be sealed and issued to 
the petitioner. 

157. Where a petition is presented by a trustee under a deed of 
arrangement as attorney, proof must be made of service upon the 
debtor of a sealed copy of the petition and the affidavit in support. 

158. When the petitioning creditor cannot himself verify all the state- 
ments contained in his petition, he shall, except as hereinafter 
provided, file in support of the petition the affidavit of some person 
who can depose to them. 

. Where a petition is presented by two or more creditors jointly, 
it shall not be necessary that each creditor shall depose to the truth 
of all the statements which are within his own knowledge; but it 
shall be sufficient that each statement in the petition is deposed to 
by some one within whose knowledge it is. 

. Where a petition is founded on the execution of a deed of 
arrangement, the petitioning creditor shall at the time of presenting 
the petition furnish to the Registrar for transmission to the trustee 
of the deed a notice of the date and time of the hearing of the 
petition. 

. Where the ground of the petition is an unsatisfied execution under 
paragraph (e) of section 52 of the Act, the warrant of execution 
endorsed by the Sheriff or the affidavit of the Sheriff with copy 
of warrant shall be annexed to the petition. 

. After the presentation of a creditor’s petition, and before sealing 
the copies of the petition for service, the statements in the petition 
shall be investigated by the Registrar, and where some of the 
statements in the petition cannot be verified by affidavit, witnesses 
may be summoned to verify them. 

. A creditor’s petition shall be personally served by delivering to 
the debtor a sealed copy of the filed petition together with a copy 
of each affidavit in support thereof. 

. A petition may be served upon the debtor by any person over 
the age of eighteen years authorised in writing by the creditor 
or his solicitor or by some person in the employ of the creditor 
or of his solicitor or by the Sheriff of a State or Territory, as the 
case may be, or by any officer in the office of the Sheriff. 

. If personal service cannot be effected, the Court may extend the 
time for hearing the petition, or if the Court is satisfied by 
affidavit or other evidence on oath that the debtor is keeping out 
of the way to avoid that service, or service of any other legal 
process, or that for any other cause prompt personal service cannot 
be effected, it may order substituted service to be made by delivery 
of the petition to some adult inmate at his usual or last known 
residence or place of business, or by registered letter, or in such 
other manner as the Court directs, and the petition shall then be 
deemed to have been duly served on the debtor. 

Let us now look at some petitions and the affidavits verifying 
them. I have here a good example of a joint petition, and this 
one is an excellent reminder that there are acts of bankruptcy 
other than non-compliance with a bankruptcy notice. 

(At this stage the lecturer shewed petitions based on a resolu- 
tion of creditors calling for a deed under Part XI, on an unsatis- 
fied execution, on an arrangement induced by fraud and therefore 
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set aside, and a petition by a trustee under a deed of arrangement 
as attorney for the debtor.) 

I have also a petition here in which the joint petitioners con- 
sisted of a company in Victoria and another in New South Wales, 
which reminds us of the fact that the jurisdiction of the Court 
is not limited to any one State. 

Every Creditor’s petition will set out the act of bankruptcy, 
which must be verified by affidavit. The original is lodged in 
the Court and two copies are sealed and handed to the petitioning 
creditor—one for service on the debtor and the other to be 
annexed to the affidavit of service. The petitioning creditor 
must verify the statements made in the petition, i.e., that the 
debtor lives in Australia and has committed an act of bankruptcy, 
and so on. 

We have just read the rules relating to service of a petition; 
it is also provided that notice of the time and place for the 
hearing of the petition shall be fixed by the Registrar and 
endorsed on the petition; the hearing will not take place until 
at least eight days from service thereof. 

Rule 172 states the course to be pursued by a debtor who 
intends to shew cause against a petition and Rule 173 provides 
that the Court in his absence may make a sequestration order 
on such proof of the statements in the petition as the Court 
thinks sufficient. 


Procedure after Sequestration 


When a sequestration order is made on a creditor’s petition, 
a formal order in accordance with Form 26 is prepared and 
notice of the order is advertised as set out in Sec. 65. Now 
comes the accountant’s job—making up the debtor’s statement 
of affairs in accordance with Sec. 66, which must be in prescribed 
form, verified by affidavit and shewing — 

(a) particulars of assets, debts, liabilities and losses (if any); 

(b) causes of bankruptcy; 

(c) names, residences and occupations of creditors and debtors; 

(d) securities held by creditors with dates when given; 

(e) such other information as is prescribed or as the Official 

Receiver requires. 

This statement must be filed within seven days from the date 
of the order or within such extended time as the Registrar, for 
special reasons, may allow. 

After this comes the first meeting of the bankrupt’s creditors 
“for the purpose, among other things, of considering generally 
as to the mode of dealing with his property” (Sec. 67). The 
regulations with respect to the summoning of and proceedings 
at meetings of creditors in a sequestration are set out in Regula- 
tions 295 to 325 (incl.). 

At the first or any subsequent meeting the creditors may 
appoint a Committee of Inspection (see Sec. 74) or a trustee of 
the property of the bankrupt, who may be the Official Receiver 
or any person registered as qualified (Sec. 128). 
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Then comes the public examination of the debtor in accor- 
dance with Sec. 68. (Section 69 provides for a further examina- 
tion if the bankruptcy is long in point of time.) The objects of 
this examination are: 

(a) To ascertain where the assets of the debtor have gone 
(Sec. 80 sub-sec. (1) provides that the Court may order 
the bankrupt or his wife, or where the bankrupt is a 
married woman, her husband, or any person known or 
suspected to have in his possession any of the estate or 
effects belonging to the bankrupt or supposed to be 
indebted to the bankrupt, or able to give information 
respecting the bankrupt, his dealings or property, to attend 
before the Court to give evidence and produce any docu- 
ments relating to the bankrupt, his trade dealings, property 
or affairs). 

(b) To ascertain if there are any other acts of bankruptcy 
within six months of the petition, so that dealings by the 
bankrupt may be set aside (see article on Docker’s case 
beginning at p. 194 of the October issue of The Australian 
Accountant). 

(c) To discover any fraudulent preferences which may be set 
aside and assets recovered for the creditors. 

(d) To ascertain whether any grounds exist for punishing 
the debtor either penally or by suspension of his discharge. 

Dealing with the question of proof of debts, I would like you 
to read Rules 225 to 263 (incl.). 

I have here half a dozen copies of a form of proof of debt 
which I will ask you to inspect, as it is the form in bankruptcy 
which accountants most often see. The Official Receiver must 
admit or reject your proof, within a specified time, if not, you 
can take action to compel him to do so. If he rejects the proof 
and you are not satisfied, you have a right of appeal to the Court. 
Take a case in which you are trying to prove for damages. You 
put in a claim for £400, breach of contract. The Trustee says: 
“No, your damages are only £50.” You can disagree and appeal 
to the Court, but, of course, you are bound by the decision of 
the Court. 

The Act contains full provision for the collection of the assets 
of the debtor, those disclosed in his statement of affairs and 
those discovered on his examination and on examination of others 
under Sec. 80. Having collected these, the Trustee or Official 
Receiver distributes them in order of priority laid down in Secs. 
84-87 inclusive, and subject to these prior claims pari passu 
(Sec. 89). 

Sec. 91 sets out the property of the bankrupt to which the 
creditors have no claim. 


Discharge 
When this is completed, the bankrupt wants his discharge or an 
annulment of the Sequestration Order. If he applies for a dis- 
charge, the Official Receiver makes a report to the Court as to 
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whether or not he is satisfied that the debtor has properly 
assisted him and the creditors generally to realise and distribute 
the estate, as to the causes contributing to the bankruptcy and 
whether in his opinion the bankrupt has infringed any of the 
provisions of the Act. A day for hearing the application for 
discharge is appointed and notice is given to the Official Receiver 
and creditors of the bankrupt who may appear to oppose his 
discharge. 

The Court may either grant a discharge conditionally or uncon- 
ditionally, or the discharge may be suspended for a number of 
years or months or completely refused. 

Now, my time is up and I am afraid that I have been able to give 
you only a very brief sketch; I have not been able to do more 
than casually mention such things as debtor’s petitions, petitions 
by a debtor’s attorney or trustee, trial of offences, etc., but I 
hope that I have fulfilled my promise to give you an outline of 
normal bankruptcy procedure. 


Question: What is the position in regard to operating on a 
banking account after a sequestration order has been made? The 
Act does not say who is liable if further operations are allowed 
on that account. 


Mr. Samuelson: There is no more liability on the bank, as a 
bank, than on any other person, but if knowing a customer to be 
an undischarged bankrupt, it allows him to get away with moneys 
to his credit in his account, it will have to pay up again. Section 
98 (8) provides that— 

Where a banker has ascertained that a person having an account with 
him is an undischarged bankrupt, then, unless the banker is satisfied that 
the account is on behalf of some other person, it shall be his duty forthwith 
to inform the trustee in the bankruptcy or the Attorney-General of the 
existence of the account, and thereafter he shall not make any payments 
out of the account, except under an order of the court or in accordance 
with instructions from the trustee, unless by the expiration of one month 
from the date of giving the information no order has been made by the 
Court and no instructions have been received from the trustee. 

Question: Suppose there was a balance of £5,000 and the 
bankrupt has notified the Official Receiver of the existence ol 
the account. Within a fortnight, would the bank be justified in 
allowing withdrawals from that account? 

Mr. Samuelson: No, not by the debtor. Any withdrawal made 
by the debtor after the bank has received notice that a sequestra- 
ion order has been made is irregular. 

Question: What is the position of an ordinary creditor under 
the Farmers’ Relief Act? 

Mr. Samuelson: When a stay order has been made under the 
Farmers’ Relief Act in favour of a debtor, bankruptcy proceed- 
ings by his creditors are, in practice, as good as barred; see 
Section 97A. 
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Consequences of Errors in Accounting Due to 
Inflation 





The Economic History supplement of the Economic Journal 
for February, 1940, contains an article, under the above title, by 
Professor R. Kristensson, of the Norwegian School of Economic 
and Commercial Science, Bergen, which is of peculiarly topical 
interest at the present juncture. 

Prof. Kristensson has made an investigation into the accounts 
of joint stock companies in Sweden for the years 1913 to 1917, 
with a view to determining the effects on disclosed profits of the 
inflation which occurred during that period. In accounting, of 
course, a pound is always a pound, regardless of changes which 
have taken place in its “real” value, expressed in terms of pur- 
chasing power. The question has been considered in an American 
text (Sweeney: Stabilised Accounting) in which a technique for 
“correcting” balance-sheets according to changes in the value of 
money was developed. 

Prof. Kristensson detects three causes of error in profit and loss 
statements due to inflation and deflation. 


1. When the value of money has fallen, depreciation charges 
based on original cost at a time when the value of money 
was higher will be too small.* 

2. False profits result from the sale of goods purchased before 
inflation occurs and replaced at a higher price level. When 
deflation happens, these “profits” are found to have been 
illusory. 

3. Money assets (bonds, bank accounts, book debts) and money 
liabilities (accounts payable) change in “real” value, but 
such changes are ignored in the accounts. The incidence 
of this kind of “error” will of course depend upon the 
relationship in any given concern between money assets 
and money liabilities. Concerns with a surplus of money 
assets over money liabilities will gain an undisclosed “profit.” 
Concerns with a surplus of money liabilities over money assets 
will suffer an undisclosed “loss.” 


Applying a wholesale price index to the accounts of a range of 
Swedish companies comprising all important trades, banking, 
transport, industry and commerce, and representing about one- 
tenth of the capital invested in Swedish joint-stock companies, 
Prof. Kristensson reaches the following conclusions— 

For industry generally the corrected profits for the years 1914 
to 1917 differed from the uncorrected profits as under: 


1914 1915 1916 1917 
Corrected profits as a percentage 
of uncorrected profits .. .. .. 71% 135% 115-3%  132-5% 


In specific industries the net magnitude of the “errors” depends 
upon whether the three causes of error are all pulling in the same 
direction or not. 

*This view seems to be tainted with the theory that depreciation should be based _on 


‘eplacement cost and not on original cost—a theory which finds more support amongst economists 
“an amongst accountants. 
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For example, railways, which have large investments in fixed 
assets and large money liabilities, considerable real gains which 
did not appear in the accounts were obtained in each year, ranging 
from roughly ten times the uncorrected profits in 1914 to approxi- 
mately seven times the uncorrected profits in 1915. 

Banks, on the other hand, having a large surplus of money 
assets over liabilities suffered undisclosed losses, ranging from 
about three times the uncorrected profit in 1914 down to about 
80% of uncorrected profit in 1917. Other finance corporations 
showed a similar result, though not quite of the same dimensions. 
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